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BEFORE THE
I LLINO S COMVERCE COW SSI ON

| LLI NO S- AVERI CAN WATER COVPANY, ) DOCKET NO.
Cl TI ZENS UTI LI TIES COWANY OF ILLINOS ) 00-0476
and Cl Tl ZENS LAKE WATER COVPANY )

)
Petition for Approval of Proposed )

Reor gani zation and Affiliated Interest )
Agreenents, |ssuance of Common Stock )
and Debt Securities and Assunption of )
Affiliated Interest. )

Springfield, Illinois
February 2, 2001

Met, pursuant to agreenent, at 8:30 A M
BEFORE:

MR WLLI AM SHOMI S, Exam ner
APPEARANCES:

MR BOYD J. SPRI NGER

M5. LID A FIORE

Jones, Day, Reavis & Pogue

77 st \acker

Sui te 3500

Chicago, Illinois 60601-1692

(Appearing on behal f of
I1l1inois-Amrerican Water Conpany)

M5. SUE SCHULTZ
Attorney at Law
300 North Water Works Drive
Belleville, Illinois 62223

(Appearing on behal f of
Il'linois-Anerican Water Conpany)
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APPEARANCES: (Cont " d)

MB. LEE ANN CONTI
1000 International Parkway
Whodridge, Illinois 60157

(Appearing on behalf of the Ctizens
Uilities Conpany of Illinois and
Citizens Lake Water Conpany)

MR EDWARD FI TZHENRY

Lueders, Robertson & Konzen
1939 Del mar Avenue

P. 0. Box 735

Ganite City, Illinois 62040

(Appearing on behalf of the Illinois
I ndustrial Water Consurmers)

MR JOSEPH T. CLENNON

M5. JANIS E. VON QUALEN

527 East Capitol Avenue
Springfield, Illinois 62701

(Appearing on behalf of the Staff of the
[1linois Comerce Conmi ssion)

SULLI VAN REPORTI NG COVPANY, by
Cheryl A. Davis, Reporter, CSR #084-001662
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PROCEEDI NGS

EXAM NER SHOMI S: Pursuant to the authority
vested in nme by the Conmm ssion, | now call for
heari ng Docket 00-0476 which concerns the petition
of Illinois-Anerican Water Company, G tizens
Uilities Conpany of Illinois, and Gtizens Lake
Wat er Conpany for approval of a proposed
reorgani zation and affiliated interest agreenents,
i ssuance of common stock and debt securities, and
assunption of affiliated interest.

WIl the parties please enter their

appear ances for the record.

MR. SPRINGER: Boyd J. Springer and Lidia

Fi ore of Jones, Day, Reavis & Pogue, 77 \West

Wacker, Suite 3500, Chicago, Illinois 60601-1692,
appearing on behalf of Illinois-Anmerican Water
Company.

M5. SCHULTZ: Sue Schultz, General Counsel
[I'linois-American Water Conpany, al so appearing on
behal f of Illinois-American. M business address
is 300 North Water Wirks Drive, Belleville,

[I'linois 62223, and ny tel ephone is (618)239 -2225.
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M5. CONTI: Lee Ann Conti, 1000 International
Par kway, Wbodridge, Illinois 60517, on behal f of
Citizens Lake Water Conpany and G tizens Uilities
Conpany of Illinois.
MR. CLENNON:  Joseph T. d ennon and Janis E.
Von Qual en, appearing on behalf of the Illinois
Commer ce Conmi ssion Staff.
MR, FI TZHENRY: Edward Fitzhenry, appearing on
behal f of the Illinois Industrial Water Consuners.
EXAM NER SHOMIT S: Ckay. The first w tness
today is M. Gorman on behalf of the Illinois
I ndustrial Water Consuners. | don't believe he has
been sworn.
(Whereupon the w tness was
sworn by Exami ner Showtis.)
EXAM NER SHOMI S:  You may proceed,
M. Fitzhenry.

MR FI TZHENRY: Thank you.
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M CHAEL GCRVAN
called as a witness on behalf of the Illinois
I ndustrial Water Consuners, having been first duly
sworn, was examined and testified as foll ows:

DI RECT EXAM NATI ON

BY MR FI TZHENRY

Q M. Corman, would you pl ease state your
full name and busi ness address for the record?

THE W TNESS:

A My nanme is Mchael CGorman. M business
address is 1215 Fern Ri dge Parkway, St. Louis,

M ssouri .

Q And on whose behal f are you testifying
in this proceeding?

A Il'linois Industrial Water Consuners.

Q M. Corman, | show you what's been
marked for identification as II1WC Exhibit 1.0
entitled Direct Testinony and Exhibit of M chae
Corman and ask if this is your prefiled direct
testinmony for subm ssion in this proceedi ng?

A It is.

Q And does this exhibit consist of 16
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pages of questions and answers and Appendi x A,
pages 1 through 3, and Schedul es 1 through 47

A Yes.

Q Was this testinony and were these
exhi bits prepared by you or under your direction
and supervi si on?

A They were.

Q Do you have any corrections or changes
to Exhibit 1.0 or the schedul es attached?

A | do not.

Q If I were to ask you the questions that
are set forth in your prefiled testinony, would
your answers be as set forth therein?

A Yes.

Q I al so show you what's been marked for
identification as IIWC Exhibit 2.0 entitled t he
Rebuttal Testinmony of M chael Gorman and ask if
this is your prefiled rebuttal testinony for
submi ssion in this proceedi ng?

A It is.

Q And does IIWC Exhibit 2.0 consist of 23

pages of questions and answers?
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A Yes.

Q Was the testinony prepared by or under
your direction and supervision?

A Yes.

Q If I were to ask you the questions set
forth in II1W Exhibit 2.0, would your answers be as
set forth therein?

A Yes.

Q And did you have any corrections or
nodi fications to your prefiled rebuttal testinony?

A No.

MR FITZHENRY: M. Showtis, | nove for the
adm ssion of II1WC Exhibits 1.0 and 2.0, and
M. CGorman is available for cross-exan nation

EXAM NER SHOMI S:  Any obj ection?

MR. SPRINGER No objection

EXAM NER SHOMIS: 1IWC Exhibits 1.0 and 2.0
are admtted into evidence.

(Wher eupon |1 W Exhibits
1.0 and 2.0 were received

into evidence.)
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CRCSS EXAM NATI ON
BY MR SPRI NGER:
Q M. Gorman, this is the first case in
whi ch you sponsored testinony regarding a utility

reorgani zati on as defined in Section 7-204 of the

Illinois Public UWilities Act. |s that correct?
A That's correct.
Q At the tinme you prepared your direct

testinmony in this case, you reviewed the orders of
the Illinois Conmerce Conm ssion in Dockets 95-0551
and 99-0418. Is that correct?

A I"msorry. Could you repeat those

docket numnbers agai n?

Q Yes; 95-0551 and 99- 0418.
A Yes.
Q You did not rely in preparing your

direct testinmony on orders of regulatory
conm ssions fromother jurisdictions in which
savi ngs shari ng proposal s had been approved. 1Is
that correct?

A Vell, | didn't specifically review

orders fromthose other jurisdictions. | was
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famliar with other proposals to recover nerger and
acquisition costs in rates.

Q So you are aware of orders from ot her
jurisdictions where savings sharing proposals have
been approved?

A Yes.

Q You do not list any of those orders in

your data response as being an order you relied on

in preparing your direct testinony though. |Is that
correct?
A Well, that is correct. The reason |

didn't list it | suppose is because | didn't
specifically review the order in devel oping ny
testinmony. | was generally famliar with the order
already, and that is the reason it wasn't listed in
that response.

Q To the extent that [llinois-American
Wat er Conpany can produce savings by its
acqui sition of CUCI by nmanagi ng the system nore
efficiently or produci ng econonies of scal e,
[I'linois-American Water Conpany may be able to

produce savi ngs that could not have been produced
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absent the acquisition. |Is that correct?
A That is correct.
Q In your view, the amount of an

acquisition premum if any, that should be subject

to recovery through a rate plan should be the

amount of cost Illinois-Arerican Water Conpany

incurred in order to realize acquisition savings.

Is that correct?

A To the extent those costs produce

savi ngs which nore than cover that cost, yes.

Q You believe that a properly estimted

acqui sition prem um nmay be subject to recovery

through rates if the utility denonstrates bona fide

savings that can only be pr oduced by the

acqui sition.

A I

Is that correct?

believe that's correct. Could you

repeat that whol e thing again?

Q Sure. You believe that a properly

estimated acquisition prem ummay be subject to

recovery through rates if the utility denmonstrates

bona fide savings that can only be produced by the

acqui sition.

Is that correct?
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A That is.
Q If the savings are significant enough to
justify the cost, then the utility should be

al l owed an opportunity to recover a properly

nmeasured acquisition premumin rates. 1Is that
correct?

A Yes. That's ny position.

Q In your rebuttal testinony at page 4,

begi nning at line 10, you suggest there that in
future rate cases, nonacquisition-rel ated

productivity gains could be included by the

Conmi ssi on as denonstrated savings. |[|s that
correct?
A That is -- | would not suggest that the

Conmi ssion would do that intentionally, but if non -
acquisition-related productivity gains were

i ncluded in denonstrated savings and the Comnmi ssi on
wasn't apprised that sonme of those savings

shoul dn't be included in that, then yes, they could
be reflected in rates, and rates could be higher
than they ot herw se woul d have been

Q Al right. So you agree that the
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Conmi ssion would not intentionally include non-
acquisition-related productivity gains as

denonstrated savi ngs under the Savings Sharing

Proposal. Correct?
A Yes, | agree with that.
Q The risk then is that the Staff and/or

Intervenors in a future rate proceedi ng woul d not
properly apprise the Comm ssion of the inclusion of
what you woul d feel to be nonac quisition savings
under the plan. |Is that correct?

A Yeah. That woul d be the custoners' risk
under the Conpany's plan.

Q In your rebuttal testinmony at page 4,
begi nning at line 10, you state: "Under the
Conpany's proposal, if nonacquisition-rel ated
productivity gains are included as denonstrated
savings, then investors will retain a share of the
savings, and the custoners' rates will be higher.”
I's that correct?

A Yes.

Q You are not aware of any

[11inois-American Water Conpany testinmony which
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suggests that nonacquisition savings will be

i ncluded in the Savings Sharing Proposal. 1Is that
correct?

A That is correct.

Q Referring now to page 8 of your rebutta

testinmony at line 8, you refer to what you cal
ot her points of distinction between the pre sent

case and Dockets 98-0555 and 98-0866. |s that

correct?

A Yes.

Q And you do not have any listing of other
distinctions. |Is that correct?

A That's correct.

Q You di scuss the Conmission's orders in

Docket 98-0555 and 98-0866 at the top of page 8 of

your rebuttal testinony. |Is that correct?
A Yes.
Q You indicate there your belief that the

t el ephone conpani es' rates were based on an
alternative rate plan. 1Is that correct?
A It is.

Q And you believe that an alternative rate
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pl an was involved in both dockets, 98-0555 and
98-0866. Wuld that be your view?

A That's ny understandi ng, yes.

Q Whul d you accept that the order in
Docket 98-0866 indicates that the utility invol ved
there was a rate of return regulated utility

subject to traditional ratemaking?

A Are you asking ne to accept that subject
to check?

Q Yes.

A Yes, | wll.

Q Have you read the order in Docket
98- 08667

A I reviewed specific parts of it related
to treatnment of nerger savings. | did not review

the entire order, no.
Q You believe the order in Docket 98 -0555

involved a utility subject to an alternative rate

plan. |s that correct?
A Yes.
Q But you don't know whether or not the

rate setting nethodol ogy applicable to
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[Ilinois-American Water Conpany is conparable to

the alternative rate plan used by that utility.

Correct?

A I did not make that investigation
Correct.

Q At page 8 of your rebuttal testinony,

begi nning at line 18, you say, "Net savings are a
portion of total savings that remain after 11WC
fully recovers the acquisition requirenment. The

rel evant question is the allocat ion of total

denonstrated savings.” |s that your statement?
A It is.
Q There you are distinguishing tota
savings fromnet savings. |s that correct?
A Yes.
Q Wul d you agree that at page 42 of the

order in Docket 98-0866 the Conmi ssion states: "To
the extent that costs are incurred to produce
savings and are shown to be both reasonabl e and
directly related, netting is appropriate as a
matter of logic. The only savings that can be

realized are net savings. Mreover, our reading of
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Section 7-204(c) indicates that just such a result

is contenplated.”

A D d you ask ne to accept that subject to
check?

Q Yes.

A Yes.

Q Simlarly, the order in Docket 98-0555

states: "As a matter of

that can be experienced are net savings."

you accept that subject
A Yes.

EXAM NER SHOMT S

| ogic, the only savings

to check?

Woul d

D d you have a page

reference for that second cite?

MR SPRINGER. | can provide one,

M. Exam ner. | have the order

EXAM NER SHOMT S

order, so if you could just provide a page

reference for the cite.

MR SPRINGER:  Yes,

do that at the conclusion of the questioning

EXAM NER SHOMT S

MR SPRI NGER

That's a rather vol um nous

I will do that.

That's fine.

| f

can
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Q You believe it would be reasonable to
consider a rate plan that provides for an
opportunity for the Conpany to recover a control
prem um for an investnent made above prevailing
market price if the control prem um produced
savings that justified the above-the-market price
investment. |Is that correct?

A I"msorry, Boyd. Could you read that
back one nore time, please?

Q Sure. You believe it would be
reasonabl e to consider a rate plan that provides
for an opportunity for the Conmpany to recover a
control premumfor an investnent nmade above
prevailing market price if the control prem um

produced savings that justify the above -t he-narket

price investnent. |s that correct?
A That is, yes.
Q At page 17 of your rebuttal testinony,

beginning at line 3, you state: "M. Stafford's
contention that originally estimted denonstrated
savings will continue into perpetuity is w thout

factual foundation and contrary to M. Stafford's
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own testinmony." Is that correct?
A Page 177
Q Right, at line 3.
A Yes.
Q And there you refer to M. Stafford's

testinmony on rebuttal, Exhibit 3.0R page 2, lines

6 to 18. Is that correct?
A | provided the reference to that in a
data response. | don't have that in the testinony.
Q Wul d you accept that the reference

you' ve provided is the one | stated? Your data
response to the Second Data Request No. 15.

A Page 2, lines 6 --

Q 6 through 18.

A 6 through 18, yes. Yes.

Q At that page of his testinony
M. Stafford di scusses the denonstration of savings
at the time of each future rate proceedi ng during
the 40-year period of the savings sharing plan.
Wul d that be right?

A Yes.

Q M. Stafford points out that no
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al l ocation of savings to sharehol ders is nade
unless at the time of the rate case the Conpany is
able to denonstrate to t he Conm ssion that savings

resulting fromthe acquisition are reflected in the

test year. |Is that correct?
A No al | ocation to sharehol ders?
Q Yes.
A Coul d you read that back again, please?
Q Yes. M. Stafford points out that no

al l ocation of savings to sharehol ders is nade
unless at the time of the rate case the Conpany is
able to denonstrate to the Conm ssion that savings
resulting fromthe acquisition are reflected in the
test year. |Is that correct?

MR, FI TZHENRY: Could | show M. Gornman a c opy
of M. Stafford' s testinony if you're going to
continually ask himwhether that's represented in
his testinony?

MR SPRINGER That's fine with ne.

MR, FI TZHENRY: It mght be easier

(Wher eupon sai d docunent

was provided to the wtness
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by M. Fitzhenry.)

Q That statenment begins at |ine 12.
A Yeah, that sentence is there, yes.
Q And M. Stafford doesn't say anything in

this testinmny that you reference about savings
continuing into perpetuity, does he?

A The questi on was whether or not -- at
this point in his testinony he suggests that, in
agreenent with Ms. Everson, that it is certainly
correct in suggesting that the timng and the
amount of savings may vary over the 40 -year
anortization period. Later in his testinony
bel i eve he does state that savings will continue --

Q M. Corman, |'mjust asking you about
the testinony you cited in the data response as
being t he testi mony you di scussed at page 17, lines
4 and 5 of your testinony, where you state that --

A In response to that data request, you
asked me to cite support for ny contention that
M. Stafford offered evidence that the savings
woul d not continue into perpetuity, and in support

of that statenment | referred you to page 2 of his
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rebuttal testinony where he said that it is correct
to suggest that timng and the anount of savings
may vary over a 40-year period.

Q All right. Do you see a statenment in
the portion of the testinony you cite that states
that savings will continue into perpetuity?

A Are you asking nme where in
M. Stafford' s testimony he nakes that statenent?

Q No. |'m asking about the testinony

cited in response to question 15 of the Second Data

Request .

A At that part of his test inony he doesn't

make that statenent.

Q Thank you.

MR, SPRINGER That's all the questions | have

for M. Gornan.
EXAM NER SHOMI S: | have sone questions.
EXAM NATI ON
BY EXAM NER SHOM S:
Q One of your criticisnms of the SSP

proposed by the Applicants is the 40-year period,

and you make various conments that it's specul ative
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to attenpt to estinmate denonstrated savi ngs severa
years after an acquisition takes place. Do you
bel i eve that savings can be tracked over some
shorter period, or do you believe it's inpossible
to ever track denonstrated savings associated with
an acquisition or nerger?

A In either case, | think the estimte of
savings is going to be an estimate, nmuch like a
forecasted test year. The shorter the period in
whi ch you're forecasting, the nore reliable your
forecast will be. Consequently, | believe a
shorter period of time which a rate plan is devised
whi ch all ows an opportunity to recover acquisition
cost, be it estimated acquisition savings, is nore
likely to not create detrinmental rate inpacts for
cust oners.

Q By that answer are you indicating that
tracki ng of savings over a shorter period is
possi bl e?

A Yes, it is possible. | think the issue
["mtrying to raise is the degree of reliability of

your estimated savings to trul y represent actua
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savi ngs.

Q VWl |, the Comm ssion has entered two
orders, the SBC/ Aneritech nerger order and the GIEH
Bell Atlantic nmerger order, that are referenced in
your testinony that does provide for sone sharing
of savings; | believe a 50/50 sharing of some
savings after sonme netting of certain costs. |Is
that correct?

A Certain costs. | don't believe an
acqui si tion adjustment was anongst those costs, but
that is correct.

Q That's correct. There wasn't an
acquisition premiumin those cases, but if the
Conmi ssion has all owed sharing, there would have to
be sone way to determ ne what is being shared.
Isn't that correct?

A That's correct, and | woul d suggest that
the proper way of determ ning what you're sharing
is to neasure what custoners are giving up. Under
the normal or traditional nmethod of setting rates,
all productivity gains and cost reductions are

passed on to custoners via lower rates. Under the
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Conpany's proposal, they would like to retain
certain savings that are produced by virtue of the
acquisition in order to allow them an opportunity
to recover their cost of producing those savings.
So fromthe custoners' standpoint, in order to
nmeasure the benefits of the acquisition we have to
| ook at what we're giving up in order to get

savi ngs.

Q Is one of the problens that you believe
is associated with the proposal of the Applicants
the size of the acquisition adjustnment or prem unf

A Yes, in relationship to the estimated
savi ngs, yes.

Q If you were to prioritize your concerns,
that is put themin order in ternms of what you
believe is the greatest problemw th the proposal
what woul d be the | argest problemw th the
proposal ? And I'mtal ki ng about conparing the
40-year period to the size of the acquisition
prem um and any ot her conponents.

A Those are ny two | argest concerns with

the proposal. A 40-year period is much too long to



10

11

12

13

14

15

16

17

18

19

20

21

22

699

disturb the traditional cost-of-service
nmet hodol ogi es that establish rates, in ny judgment.
Second, their proposal to recover the

entire difference between the acquisition price and
book val ue through rates overconpensates the
Conpany rel ative to the conpensati on ot her
i nvestors get by maki ng purchases of utility stock
or plant.

Q If there were a plan that was adopted by
the Conmi ssion that approved sone sort of sharing
of savings in this case, what do you believe woul d

be the | ongest period over which the plan should be

in effect?
A In ny judgment --
Q And this would al so, obviously, have to

i nvol ve some sort of tracking of savings if there

were to be a sharing, | would assune.
A If it was a shared savi ngs net hodol ogy,
it would. In ny judgnent, a ten-year period is

consistent with many rate plans to provide recovery
of mergers and acquisition costs. Based on ny

review of the Conpany's filing, | believe it is an
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adequate period of time to provide them an
opportunity to recover the true cost it is
incurring to realize their estimted acquisition
savi ngs.

Q In terns of the inpact on ratepayers,
whi ch do you believe has the nost adverse effect,
the SSP or the alternative proposal ?

A I think it's a degree of risk custoners
assunme, and from a customer standpoint, | think
they're probably pretty conparable. 1In both cases
denonstrated savi ngs have to be nade over a 40 -year
period. An allocation of the savings and the costs
have to be made in the same way in order to prevent
negative rate inpact. Under both methodol ogies, if
the Conpany is not able to prove denonstrated
savi ngs per the Conpany's testinony and they are
not able to recover the acquisition premum there
may be a financial inpairment to the Conpany. The
Conpany has stated that they would not attenpt to
recover higher capital costs if that were the case
inrates, but there is an uncertainty about whether

or not the Conpany, if they truly nmean that, would
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be able to follow through with it | ater if both not
recovering the acquisition adjustnent and al so not
recovering higher capital costs would put themin a
financial position where they may not be able to
provide high quality, reliable service. | see that
as a risk in both plans.

I guess fromI|AWC s standpoint, the
shared savings plan is nore of a risk because | AWC
custoners have very little estimted benefits under
this plan, but yet they would be subject to the
regul atory uncertainty of the SSP over the next 40
years. So from | AW s custoners' standpoint, the
alternative regulatory plan would be preferential

Q Do you believe that the adoption of
either the SSP or the alternative proposal could
result in an increase in rates for the CUC ser vice
territory which wuld be above the rates that would

exist if CUCI remai ned a stand-al one conpany?

A I think there is a risk that that could
happen, yes.
Q And what is the primary factor driving

that risk? |Is that the problens with estimating
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the savings or is that sonething el se?

A Probl ens of estimating the savings is a
very significant problemin the Conpany's plan. As
| understand the proposal, the Conmpany will use its
judgment to best estimate the savings that can be
created as a result of the acquisition. In order
to nmake those savings estinmates you have to be
intimately famliar with the operations of both
water utilities, I1W and CUC .

At the tine of the next rate filing the
Staff and Intervenors will be put in the position
to eval uate the manpower requirements of the merged
conmpany and the manpower requirenments of the two
conpani es as though they had not nerged. That's
going to be a difficult evaluation for an
I ntervenor and, based on ny experience, for a St aff
witness as well. W are going to be highly
dependent on the Conpany's judgnment on those
factors. It's going to be difficult for us to
respond or to rebut the Conpany's opinion on the
manpower requirenents.

A simlar rate case issue, to draw an



10

11

12

13

14

15

16

17

18

19

20

21

22

703

anal ogy, is vacancy positions froma historical
year to a forecasted year. The Conpany could
maintain in a rate proceeding that while they have
40 vacant positions with authority to fill them
that's what exists in the historical year, they
plan on filling 20 of those positions by the
forecasted year. |It's difficult for a Staff or an
Intervenor witness to argue that maybe you will
fill those positions; maybe you won't. The costs
m ght be there; the costs might not be there.
Denonstrated savings will require simlar

adj ustments which will be based on nothing nore
than the judgnent of a Staff analyst, an Intervenor
anal yst, as opposed to the Conpany. | mean it wll
be nore conpli cat ed.

The types of evaluations | can envision
are conparing the Conpany's estinmated denonstrat ed
savings to savings that could be produced on the
conpani es on a stand-al one basis. That m ght
entail evaluating the Conmpany's ability to
out source human resources accounting functions to

reduce those costs of CUCI even if CUCI wasn't
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acquired by TAWC. |If 1TANC s personnel are at a
hi gher pay scal e than what CUCI's personnel m ght
have been absent the acquisition, then we would
have to identify that and prove it to reduce the
amount of denonstrated savings.
If there's new technol ogy which is
i ntroduced in the water industry which reduces
operating costs of distribution, production, and
custoner functions of the utility, the Staff and
Intervenors will have to draw upon sone expertise
to rebut the Conpany's contention of estimated or
denonstrated savings in those areas. |It's going to
be very difficult to respond to the Conpany's
opi ni ons and judgnents on those issues.
EXAM NER SHOMIS: That's all | had
MR FI TZHENRY: Could we have a 45-minute
break?
(Laught er)
EXAM NER SHOMI S:  You' ve got one m nute.
(Wher eupon a short recess
was taken.)

MR, FI TZHENRY: We don't have any redirect.
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EXAM NER SHOMI S:  You can step down.
(Wtness excused.)
MARY H. EVERSON
called as a witness on behalf of the Staff of the
[1'linois Commerce Commi ssion, having been first
duly sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q Pl ease state your full name for the
record.

THE W TNESS:

A My name is Mary H Everson.

Q Who is your enployer and what is your
busi ness address?
A I'"'menployed by the Illinois Conmerce

Conm ssion. M business address is 527 East

Capitol Avenue, Springfield, Illinois 62701
Q VWhat is your position at the Conm ssion?
A I"ma Staff Accountant.
Q Ms. Everson, did you prepare witten

exhi bits and schedul es for submttal in this

pr oceedi ng?
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A I did.

Q Do you have before you I CC Staff Exhibit
2.0 entitled Direct Testinmony of Mary H Everson?

A Yes.

Q VWhi ch consists of 14 typewitten pages
and one schedul e?

A Yes.

Q D d you prepare that document for
presentation in this matter?

A Yes, | did.

Q Do you have any additions or corrections
to make to ICC Staff Exhibit 27

A No.

Q Do you al so have before you a documnent
whi ch has been marked as ICC Staff Exhibit 8.0,
Rebuttal Testinony of Mary H Everson?

A Yes.

Q And did you al so prepare that docunent
for this proceedi ng?

A Yes, | did.

Q. Do you have any additions or corrections

to make to ICC Staff Exhibit 8.07?
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A No.

Q Is the information contained in | CC
Exhibits 2.0 and 8.0 true and correct to the best
of your know edge?

A Yes.

Q If | asked you the sane questions as
those set forth in those exhibits, would your
answers be the sane today?

A Yes, they woul d.

MS. VON QUALEN. At this tine, M. Exam ner, |
nove for admission into evi dence of Staff Exhibits
2.0 and 8.0.

EXAM NER SHOMIS: |s there any objection?

MR. SPRINGER: No objection.

EXAM NER SHOMI S: Staff Exhibits 2.0 and 8.0
are admtted into evidence.

(Whereupon | CC Staff
Exhibits 2.0 and 8.0 were
recei ved into evidence.)

MS. VON QUALEN: Ms. Everson is avail able for
Cross-examni nation.

EXAM NER SHOMI S: M. Springer.
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MR. SPRINGER: Thank you.
CRCSS EXAM NATI ON
BY MR SPRI NGER:
Q Ms. Everson, you have not previously

testified with regard to a utility reorganiz ation

as defined in Section 7-204 of the Illinois Public
Uilities Act. 1Is that correct?

A That's correct.

Q In your direct testinony at page 3,

begi nning at 50, you state AW refers to its

projections of expected cost savings as

denonstrated savings. |Is that correct?
A Yes.
Q This testinmony is not a dir ect quote of
any specific Company statenent. |s that correct?
A No, it is not.
Q In fact, the term"denonstrated savi ngs”

is defined by the Conpany as acquisition savings
shown by the Conpany to be included in data for
each rate case test year. |Is that correct?

A Can you show nme -- tell me where that

is?
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Q Yes. That is at the direct testinony of
M. Stafford, page 4, line 17. It was also
referenced in your Data Response No. 36.

A Can you ask me the question again?

Q Yes. |In fact, the term "denonstrated
savings" is defined by the Conpany as acquisition

savi ngs shown by the Conpany to be included in data

for each rate case test year. |Is that correct?
A Yes.
Q Wul d you al so accept that at Exhibit

3.0, which is M. Stafford's direct testinony, page
2, M. Stafford refers to acquisition savings, and
this begins at line 23, as significant econom es
and efficiencies which will result in a reduced

| evel of cost as compared to the | evel which would

exi st for the separate conpani es on an aggregate

basi s?
A That is what M. Stafford says.
Q CGoi ng back now to your direct testinony,

page 3, beginning at line 51, you say, "According
to the Conpany, the projections of expected cost

savings are the anmounts which are to be shared
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bet ween the ratepayers and sharehol ders.” 1s that
correct?

A Yes.

Q This also is not a direct quote of any
speci fic Conpany statenent. |s that correct?

A That's correct.

Q At page 3, beginning at line 54, you

say, "The projections of expected cost savings are
first reduced -- excuse nme. |1'll start over

At page 3, beginning at line 54, you
state, "The projections of expected cost savings
are first reduced by 10 percent, which the Conpany
says is benefiting ratepayers, even though the
nature of the benefit is unclear.” Again, this is

not a direct quote of any specific Conpany

st at emrent . Is that correct?
A That's correct.
Q At page 5 of your direct testinony,

begi nning at line 89, you indicate your belief that
it is inappropriate to project conditions over a
40-year period. 1Is that correct?

A | describe in that section of ny
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testinmony that the uncertainty increases over tine

due to the 40-year period.

Q You are not aware of specific studies or
aut horities which support your position. 1Is that
correct?

A I did not review any studies.

Q At page 6 of your direct testinony,

begi nning at line 112, and continui ng through page

7 at line 132, you discuss your concerns with the

hone nortgage nethod of anortization. |Is that
correct?

A That's correct.

Q As a practical matter, many anortization

nmet hods exi st and are acceptable for accounting

purposes. |Is that correct?

A That's correct.

Q You have not devel oped any alternative
to the hone nortgage nethod of anortization. |Is

that correct?
A In this section I'mnerely informng the
Conmi ssion of the effect. |'mnot recomrendi ng an

al ternative net hod
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Q Usi ng the hone nortgage nethod, the

anortization in the early years is smaller than it

woul d be under a straight line method. 1Is that
correct?
A Yes, | believe that would be correct.
Q You have not characterized the hone

nort gage net hod of anortization as being incorrect.

Is that a correct statenent?

A That's a corr ect statenent.
Q In your direct testinmony at page 7,
begi nning at line 130, you state: "In addition

| AWC i s not proposing an inmredi ate reduction of

revenue to reflect the reduced costs.” 1Is that
correct?

A That's correct.

Q You have no idea if Illinois Anerican's

rates properly reflect the current or future

revenue requirenments of the utility's operations.

Is that correct?

i f

A Wul d you read that to me agai n?
Q Yes. The question is, you have no idea

IIlinois Arerican's r ates properly reflect the
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current and future revenue requirenments of the

utility's operations. |Is that correct?

A Vll, | haven't worked on one of their
rate cases, so, no, | don't have any know edge at
the nmonent.

Q Therefore, you do not know whether a

rate filing for one or nmore service areas is

presently appropriate or required to reflect

acqui sition savings. |Is that correct?
A That's correct.
Q Begi nning at page 8, line 146, you

di scuss your position regarding contributions and

advances. |s that correct?

A I have line 148, but, yes, | see the
par agr aph.

Q You do not rely on any regul atory

conmi ssion order to support your position
concerning contributions in aid of construction and
advances. |s that correct?

A I rely on Accounting Instruction 21 for
the Uni form System of Accounts, not a Conmm ssion

or der.
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Q I"msorry. Wat was the last part of
your answer ?

A Not on a Conmi ssion order

Q Turning to your rebuttal testinony at
page 5, beginning at line 107, you state: "The

savings that the Conpany --

A Excuse ne. Page 57

Q Yes, of your rebuttal testinony.

A Page 5 only goes to line 101, so.

Q M ne goes to |ine 109. Let me show you

the statenent.

A Fi ne.

Q Apparently we have a different page 6.

A Right. \Where?

Q I"Il start nmy question again. At page 5
of your rebuttal testinony, beginning at |ine 107
you state: "The savings that the Company clains it
can prove sinmply will not be verifiable in a year
ot her than t he one in which the savings actually
occur." 1s that correct?

A | see that, yes.

Q You do not rely on any specific study or
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anal ysis that you prepared for this case to support

the statement. 1s that correct?

A I"mnot relying on a specific study for
t hat .

MR SPRINGER. Thank you. | have nothing

further for Ms. Everson.

MR, FI TZHENRY: | have no questi ons.
EXAM NER SHOMIS: | just had a couple
guesti ons.
EXAM NATI ON

BY EXAM NER SHOMI S:

Q One of your concerns with the Conpany's
Savi ngs Sharing Proposal is the 40-year period. 1Is
that correct?

A That's correct.

Q Do you believe that it is possible to
track savings over a shorter period?

A I can't say that | have tried to decide
whet her that woul d be possible. |[|'ve considered
the tracking of savings within the context of a
rate proceeding, and | believe it would be

extrenely difficult to do



10

11

12

13

14

15

16

17

18

19

20

21

22

716

Q Are you aware that in two merger
proceedi ngs invol ving Areritech and SBC and GIE and
Bell Atlantic that the Conm ssion decided that net
savings determ ned in those cases shoul d be shared
50/ 50 between sharehol ders and rat epayers?

A I"'mfamliar that there is to be a
determ nation of savings as a result of those
or ders.

Q Whul d you assune that in order to
i mpl enent those concl usi ons there woul d have to be
some sort of determ nation of what those savings
are?

A Yes.

Q And just to follow up on one of
M. Springer's questions, you criticized the hone
nortgage anortization nmethod, but you're not
proposing an alternative anortization nmethod. |Is
that correct?

A That's correct. |I'mjust informng the
Conmmi ssion of the effect of the choice of that
nmet hod.

EXAM NER SHOMIS: Ckay. That's all | had.
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MS. VON QUALEN. Could we have a brief recess?

EXAM NER SHOMI S:  Yes.

(Wher eupon a short recess
was taken.)

EXAM NER SHOMI S: Back on the record.

Staff had no r edirect exam nation of
Ms. Everson.
(Wtness excused.)

MR SPRINGER M. Examiner, I'd like to
provi de that page nunber you requested in the order
in the Ameritech/ SBC case, Docket 98-0555. The
page nunber is 150.

EXAM NER SHOMI S:  Ckay.

M5. VON QUALEN: Staff calls Ron King.

( Wher eupon |1 CC Staff
Exhibit 12.0 Revised was

mar ked for identification.)
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ROY A. KING
called as a witness on behalf of the Staff of the
[I'linois Comerce Comm ssion, subsequently in the
proceedi ng been duly sworn, was exam ned and
testified as foll ows:
DI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q Good norning, Roy. Please state your
full name for the record.

THE W TNESS:

A Roy A. King.

Q VWho is your enployer and what is your
busi ness address?

A I'"'menployed by the Illinois Conmerce

Conmi ssion. M business address is 527 East

Capi tol Avenue, Springfield, Illinois 62701.

Q What is your position?

A I''man Econom c Analyst in the Water
Depart ment .

Q Did you prepare witten exhibits for

submittal in this proceedi ng?

A Yes, | did.
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Q Do you have before you a docunent

entitled 1CC Staff Exhibit 6, Direct Testinony of

Roy A. King?

A Yes, | do.

Q VWi ch consists of seven typewitten
pages?

A That is correct.

Q D d you prepare that document for

presentation in this matter?

A Yes.

Q Do you have any corrections or additions
to make?

A No.

Q Do you al so have before you a docunent

whi ch has been nmarked as ICC Staff Exhibit 12.0
Rebuttal Testinmony of Roy A King?

A Yes.

Q D d you al so prepare that docunent f or
presentation in this matter?

A Yes, | did.

Q And | understand you prefiled a copy of

your rebuttal testinony. Do you have any changes
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or corrections to make to the prefiled testinony?

A Yes. On page 51 have two corrections.
Q And what are those?
A On line 110, (f), the docket nunber

shoul d be 95-0537 instead of 98-0537.

Q Al right.

A On line 113 -- excuse ne -- 115, the
docket number shoul d be 93-0122 instead of 93-0121.
Q And have you provided a copy of the

corrected testimony to the Court Reporter?

A Yes, | have.

Q Is the information contained in I CC
Exhibit 6.0 and 12.0 true and correct to the best
of your know edge?

A Yes.

Q If | were to ask you the sane questions
today, would your answers be the sane?

A Yes.

MS. VON QUALEN. At this tinme | ask for
adm ssion into evidence of ICC Staff Exhibit 6.0
and I CC Staff Exhibit 12.0.

EXAM NER SHOMI S: |s there any objection?
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MR. SPRINGER: No objection.

EXAM NER SHOMI S: Those two exhibits are
admtted, and the Court Reporter will mark the copy
of 1CC Staff Exhibit 12.0 since it does vary from
the version that is on e-Docket. W can call that
then ICC Staf f Exhibit 12.0 Revised since it is
revised fromthe version that was originally served
on the parties. So then ICC Staff Exhibit 6.0 and
12.0 Revised are adnitted.

(Wher eupon I CC St af f
Exhibits 6.0 and 12.0

Revi sed were received into
evi dence.)

M5. VON QUALEN: M. King is available for
Cross-examni nation.

CRCSS EXAM NATI ON

BY MR SPRI NGER:

Q CGood norning, M. King.
A CGood norni ng.
Q M. King, in devel oping your direct

testinmony, you relied on no specific studies,

anal yses, workpapers, or other docunents. |Is that
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correct?
A | believe | did not utilize any specific

docurents in devel oping ny direct testinony.

Q And you yourself conducted no study or
anal ysis specifically for this case. |Is that
correct?

A Not specifically for this case, no.

Q In your rebuttal testinmony at page 8,

begi nning at line 180, you state that, in your
opinion, it appears that if the Gtizens

Tel ecomuni cati ons Conpany and CUCI al |l ow service
to deteriorate due to the focus being on

t el ecommuni cati ons, then the operation of the water

and/ or sewer would be contrary to Section 8-101,

paragraph 1, of the Public Uilities Act. 1Is that
correct?

A That is correct.

Q | take it your belief is that due to the

provi sions of Section 8-101, the Comm ssion need
not be concerned about a potential deterioration of
servi ce?

A In the years of experience that | have
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had with Ctizens since | have been in the Water

Departnent, | believe that is a correct answer.
Q Also in your rebuttal testinony,
begi nning at page 2, line 26, you discuss sone

utilities who you say ignored the rules and
regul ati ons of the state governi ng agenci es which

have water quality problens, inadequate service

and/or financial instability. |Is that correct?
A That is correct.
Q And you indicate on page 2 that these

utilities have created problens for the Conm ssion

Staff and custoners. |s that correct?
A That is correct.
Q You also refer to some other utilities

that you believe are able to conply with state

laws. |s that correct?
A That is correct.
Q Now referring to the first group, that

being the utilities that have created problens for
the Conmi ssion and that have provi ded i nadequat e
service, can you identify for me utilities that you

are aware of that you would classify in that
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cat egory?

A Wl |, one was pointed out in M. Love's
testinmony. On page 4 he nentions the five
utilities up in McHenry that is owed by T. P.
Matt hews. Anot her one was | ocated in and around
Crete called Wilities Unlimted.

M5. VON QUALEN: Coul d you spell Crete?

A C-RET-E

EXAM NER SHOMITS: And just so the record is
clear, | believe M. Love did not end up testifying
inthis case. M. Townsley presented testinony
whi ch except for sonme ninor changes, which
reflected his position and experience, was nore or
| ess identical to M. Love's testinony.

Q The utilities you reference, M. King,
are subject to the provisions of the Public

Uilities Act, are they not?

A That is correct.

Q And that would include Section 8-101 of
the Act?

A Yes.

Q Wul d that al so include the obligations
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set forth in Section 8-401 of the Act to provide
service and facilities which are in all respects
adequate, efficient, reliable, environnentally

safe, and which consistent with these obligations
constitute the | east cost neans of neet ing utility

service obligation?

A Yes.
Q The utilities you reference would al so
be subject to 83 Illinois Adm nistrative Code 600,

the Comm ssi on's standards of service for water

utilities. 1|s that correct?
A That is correct.
Q So it's not necessarily the case that

the nere existence of statutes and rules ensures
that adequate service will be provided, is it?

A That is correct.

Q Despite the applicability of the
provi sions of the Public Wilities Act and
Conmi ssion rules, there can be utilities with water
gual ity probl ens, inadequate service, and financia
instability. Correct?

A That is correct.
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Q Do you recall testifying, M. King, in
Docket 98-0753 which invol ved a request by
Consuners Illinois Water Conmpany to seek a
certificate for an area called Calunet Gardens

served by the utility you referenced, Uilities

Unlinmted?

A Yes.

Q Uilities Unlimted is a water and se wer
utility. 1Is that correct?

A That's incorrect. At the tine of the

filing of the testinony there was a Uilities
Unlimted. Since that time the Comm ssion has
revoked or cancelled the certificate, and the area
i s now being served by Consuners.

Q Al right. At one time in the past
Uilities Unlimted was a water and sewer utility.
Wul d that be correct?

A That is correct.

Q At the tine that it was a water and
sewer utility, Utilities Unlimted was subject to
Section 8-101 of the Act, which you reference in

your rebuttal testinony at page 8. |Is that
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correct?

A That is correct.

Q It was al so subject to Section 8-401 of
the Act. |Is that correct?

A That's correct.

Q Whul d you accept that in Docket 98 -0753

you submtted in evidence a Staff report concerning
Uilities Unlimted which was prepared by you?

A Yes, | subnmitted a Staff report.

Q You indicated -- would you accept that
in that report you indicated that, in your view,
Uilities Unlimted had failed to receive approval
for certain rates as required by Sections 9-104 and
9-241 of the Act?

A That is correct.

Q You al so indicated that, in your view,
Uilities Unlimted had violated Section 83
[Ilinois Adm nistrative Code Part 600.400 regardi ng
sal e of water and Part 600.370(c)(1) requiring that
the utility furnish, install, and maintain at its
expense the permanent service connection neter and

ot her appliance necessary to deliver and neasure
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wat er furni shed?

A That is correct.

Q You al so testified to violations of 83
[I1inois Adm nistrative Code Part 280.90(d)
regarding | ate paynent fees?

A Yes.

Q You testified to nonconpliance with

Section 600.230 of the Comm ssion's rules regar ding

adequacy of service. |Is that correct?
A Yes.
Q And this was because the system was
operating with only one well. |Is that correct?
A That is correct.
Q You stated in the Staff report

"Utilities Unlimted has not conplied with Section

8-101, paragraph 1." |Is that correct?

A Wthout having the report in front of
me, | would say subject to check, yes.

Q Wul d you al so accept that you stated

that Utilities Unlimted failed to conply with 83
Illinois Adm nistrati ve Code Part 600, Section 2107?

A That is correct.
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Q Whul d you accept that you further stated
that due to numerous and continui ng viol ations of
the Act and Conmmi ssion regul ations, Staff
recommends that the Conmi ssion issue a citation
order to initiate a formal proceedi ng?

A That is correct.

Q The nere existence of a statute or rule
requi ri ng adequate service doesn't necessarily

i ndicate that adequate service will be provided.

Correct?
A That is correct.
Q Now on some occasions the Staff of the

Conmi ssi on has al so addressed service quality

i ssues concerning large utilities. Wuld that be

correct?
A Yes.
Q Whul d you accept that in Docket 92 -0448,

for exanple, the Conmi ssion addressed a price

regulation formula for Illinois Bell Tel ephone
Conmpany?
A | didn't work the tel ephone so | can't

say.
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Q So you don' t know whet her in that case
Staff indicated that the price regulation formula
for that Conpany should include a service quality
component ?

M5. VON QUALEN: | object to that question.
The wi tness has already indicated that he doesn't
know about that particul ar docket.

MR SPRINGER If the w tness doesn't know
what | asked him he can so indicate.

EXAM NER SHOMI S:  You can answer, and your
answer can be you don't know.

A | don't know.

MR, SPRINGER That's all the questions | have
for M. King.

EXAM NER SHOMIT S: Do you have questions?

MR, FI TZHENRY: No, | have no questions for
M. King.

EXAM NATI ON

BY EXAM NER SHOWMI S:

Q Do you know if Staff has in the past
rai sed service quality issues in Conmm ssion

proceedi ngs that involve Ctizens Wilities
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Conmpany?

A | believe -- I'"'mnot sure | wll be
answering your question correctly. Sone time back
inthe late '70s, early '80s, Citi zens Uility
Conpany had seeked a rate increase fromthe
Conmmi ssion, and at that tinme custoners in North
Suburban area had indicated that they had quality
-- water quality problens and other problens, and
at that time the Conm ssion entered an order not
granting a rate increase because of the quality
probl ens rai sed, and since then, working with
Ctizens and everything else, they have tried to
m ni mze any type of conplaints and work with the
Conmi ssion Staff, and since then | don't recall any
type of issue raised.

EXAM NER SHOM | S:  That's all | had.

MR, CLENNON:  Could we just have a few
m nut es?

EXAM NER SHOMI S:  Ckay.

(Wher eupon a short recess
was taken.)

EXAM NER SHOMI S: Back on the record.
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M5. VON QUALEN: Staff has a few questions.
REDI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q M. King, do you recall the questions
fromM. Springer regarding Uilities Unlimted in
Docket 98-0753?

A Yes, | do.

Q Were there any unusual activities in
that docket that M. Springer did not ask you
about ?

A Yes. One of the things -- several of
the things that brought that docket to a head, in
front of the Conm ssion, was, one, M. Petreikis --

EXAM NER SHOMIT S:  You might have to --
probably the Reporter wouldn't know how to spel
that, so you mght have to spell that.

MR CLENNON: We will get the Reporter the
spel i ng.

A M. Petreikis clainmed one of the reasons
for his financial status was that the FBI had come
out into the service area and dug up the service

area, crushing sewer mains and stuff, |ooking for
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bodi es that were buried there because of the Mfia.

EPA found and there is court proceedi ngs
going on that M. Petreikis, due to his sewage
treatnment plant not operating correctly, was
dunpi ng raw sewage into the receiving stream

A custoner who called ne at 6:00 in the
norni ng conpl ai ned that M. Petreikis had gone out
and shut off their water service around 2 o' clock
in the norning, and that was uni que because trying
to explain to your wife at 6 o' clock in the nmorning
why a young girl is talking to you

M. Petreikis would use his son as a
bill collector. One of the custoners reported to
us in a neeting that his son had drove up on a
not orcycl e carrying a weapon and exposi ng hi nsel f
to read the neter.

Al so, during one of ny inspections of
the sewer plant | found that there was a smal
nmobile trailer next to the sewer plant with the
electric cord run into the sewer plant and a gril
next or within 3 feet of the sewage pl ant,

i ndicating that sonebody was |iving there.
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EXAM NER SHOMI S: Was there food on the
grill?
(Laught er)
A I didn't go that far.

Al so, one of the president's sons in
trying to solve these problens in an informl way
did not |ike what Staff was saying, especially ne,
and he indicated after that that he would n ot
respond to any of Staff's reconmendations unless it
was through a formal notice.

Q M. King, do you have any reason to
bel i eve that the FBI has dug up the service areas

of CUCI |ooking for bodies because of the Mafia?

A I"mnot aware of --

M5. CONTI: | would object to that question.

A -- any of these facilities -- any of
these things going on in Ctizens or Illinois-

Anerican area.

EXAM NER SHOMI S: Wl l, there was an
objection to that question.

MR CLENNON: M. Springer is handling this

wi tness for the Joint Applicants.
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M5. CONTI: M. Springer conducted the cross,
and | didn't have any cross, but that doesn't mean
that I don't have a right to object to an
obj ecti onabl e question concerning ny client.
There's no foundation at all concerning any
i nvol verent of the FBI in CUCI at all in this
record.

M5. VON QUALEN: And that was precisely the
guestion that was asked was whether there was any
evidence, and | believe this was nmade rel evant by
M. Springer's questions regarding UWilities
Unlimted, and | think M. King should be able to
clarify his position of why he does not believe
there are probl ens with Ctizens Wilities of
[Ilinois as opposed to UWilities Unlimted.

EXAM NER SHOMITS: Well, | think the question
that was objected to would result in an answer
where Mr. King stated his opinion that he did not
bel i eve there was any probl ens associated with the
utility's property that involved activities by the
FBI, so |l don't think it was a damagi ng answer. So

"1l overrule the objection. | don't know -- |
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think you were part way into your answer, so why
don't you just answer the question again.

A Ckay. |'mnot aware of any instances
where the FBI has been involved with Citizens
facilities nor Illinois-Anerican facilities, and
woul d not expect any of these problens to occur in
any of these systens due to the professionalism of
the operators and nanagenent.

M5. VON QUALEN: Thank you. No further
guesti ons.

EXAM NER SHOMI S:  You can step down.

(Wtness excused.)

MS. VON QUALEN. Could we have a brief break,
Your Honor ?

EXAM NER SHOMI S: Okay. Do you want to take
ten m nutes?

MR CLENNON: Pl ease

EXAM NER SHOMI S:  Ckay.

(Wher eupon a recess was
taken, during which tine
Staff Exhibit 4.0 Revised

was nar ked for
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identification.)

EXAM NER SHOMI S: Back on the record.

MS. VON QUALEN:  Your Honor, at this time
bef ore proceeding with Staff's next witness, the
Conpany and | think all the Intervenors and Staff
have agreed to a couple of stipulations, the first
one being a stipulation which has been prepared for
all the legal descriptions of the certificated
areas served by CUCI, and an updated |ist of
certificates of public convenience and necessity as
of this date are attached to the stipul ation which
has been agreed to by the parties.

EXAM NER SHOMIT S: Ckay. Do you want to have

that marked as an exhibit?

M5. VON QUALEN:  Sure.

EXAM NER SHOMI S: Let's go off the record.
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
trans pired, during which
time Stipulation Exhibit 1

was nar ked for
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identification.)

EXAM NER SHOMI S: Go ahead.

M5. VON QUALEN:

The Conpany and Staff have

also entered into a stipulation as follows: There

may be sone confusion in the record with regard to

whet her I1CC Staff Exhibit 10.0, Schedul e 10.1,

reflects revenues fromlllinois-Arerican Water

Conpany's pending rate case.

| CC Exhi bit 10.0,

Schedul e 10.1, does not reflect revenues from

|AWC s current rate case.

hi storical 1999 dat a.

It was devel oped from

MR, SPRINGER: W stipulate that that

statenent i s correct.

EXAM NER SHOWM S:

admtted into evidence.

MR SPRI NGER:

MR CLENNON:

t he st and.

Stipulation Exhibit 1 is

(Wher eupon Stipul ation

Exhibit 1 was received int o

evi dence.)
Thank you.

Staff woul d call

M. Hardas to
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PH L A HARDAS
called as a witness on behalf of the Staff of the
[I'linois Commerce Commi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR CLENNON:

Q Sir, could you please state your full
nanme for the record?

THE W TNESS:

A My nanme is Phil A Hardas.

Q VWho is your enployer and what is your
busi ness address?

A My enployer is the Illinois Comerce
Conmi ssion. M business address is 527 East
Capitol, Springfield, Illinois 62701.

Q M. Hardas, did you prepare witten
exhi bits and schedules to be presented in this
pr oceedi ng?

A Yes, | did.

Q Do you have before you a docunent that

has been marked for identification purposes as |ICC

Staf f Exhibit 4.0 Revised?
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A Yes.

Q D d you prepare this document?

A Yes, | did.

Q Attached to it are a nunber of schedul es

that go from Schedule 4.1 to 4.4. 1Is that correct,
sir?

A Yes, it is.

Q D d you prepare those schedul es or cause
themto be attached to your testinony?

A Yes.

Q Do you al so have a docunent in front of
you that's been marked as 1 CC Staff Exhibit 107?

A Yes, | do.

Q D d you prepare that document for
submittal in this proceedi ng?

A Yes, | also submtted that docunent.

Q Are there schedul es attached to that
docunent, sir?
Yes, there are.
The nunbers are?

10.1 and Schedul e 10. 2.

o >» O >

Very good.
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Do you have any additions or corrections

to make to those docunents?

A Yes, | do.
Q Coul d you pl ease describe themfor the
court?

A Yes. On Staff Exhibit 4 of ny
testinmony, direct testinony, on page 2, line 35, it
starts out "the proposed reorganization will not",
and | added the word "significantly", and then it
goes "inpair the utility's ability to raise

necessary capital”, so forth. The change is I

added the word "significantly" between "not" and

"inpair".

Q Are there any ot her changes?

A Yes, there are. On Exhibit 4, Schedul e
4.1, the year ended 1999, Decenber 31st nunbers for
[I'linois-American Water Conpany were revised.

Q VWhat was the purpose of that revision?

MR SPRINGER I'msorry. Can | have the page
reference again on this?

A I"msorry. |It's Schedule 4. 1.

MR SPRINGER  Ckay.
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A And 1'll repeat that again. It was
Decenber 31, 1999 data for Illinois-Arerican Water

Conpany, and those ratios were revised.

Q Do you know the old ratios?
A Yes, | do.
Q And what were the old ones and what are

the new ones?

A The new ones are as presented in the
revi sed version.

Q And the ol d ones?

A And the old ones for pre-tax interest
coverage was 3.95; net cash flow to expenditures
was 46. 75 percent; total debt to total capital was
52.61 percent; net cash flowto total debt was
17.51 percent.

Q Coul d you recite the new ones for us,
sir?

A Yes. Pre-tax interest coverage is 3. 34;
net cash flow to expenditures is 43.96 percent;
total debt to total capital is 52.89 percent; and
net cash flowto total debt is 16.89 percent on the

revi sed version.
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Q And those are the only nunbers to
change?

A Yes.

Q VWhat was the purpose of the revision?

A There was detected incorrect data used

initially for the Schedul e on 10.14, the 1999
information for Illinois-American on Schedule 4.1,
Q Do you have any ot her additions or

corrections to make?
A No, | don't.
Q Is the information contained in your

testinmony and the attached schedul es true and

correct?
A Yes, they are.
Q If I were to ask you the sane questions

as set forth in your testinony, would your answers
be the sane?

A Yes, they are.

MR CLENNON: M. Examiner, | nove for
admi ssion into evidence Staff Exhibit 4.0 and the
attached schedules -- 4.0 Revised and the attached

schedul es, whi ch have been tendered to the Court
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Reporter, as well as ICC Staff Exhibit 10 and the
attached schedul es which were prefiled on e -Docket.
EXAM NER SHOMIS: |s there any objection?

MR SPRINGER. No objection
EXAM NER SHOMI S: Staff Exhibits 4.0 Revised
and 10 are adnmitted into evidence.
(Whereupon | CC Staff
Exhibits 4.0 Revised and 10
were received into
evi dence.)
EXAM NER SHOMI S:  You may cross - exam ne
MR. SPRI NGER  Thank you.
CRCSS EXAM NATI ON
BY MR SPRI NGER
Q First, M. Hardas, | just wanted to
confirmone of the changes you just indicated. At
page 2 of your direct testinony, line 35, did you
say you added the word "significantly" at that
poi nt ?
A Yes. On line 35, the entire line should
read: "the proposed reorganization will not

significantly inpair the utility's ability to
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raise", and then it continues on |line 36
Q Thank you
M. Hardas, you have not testified in
any prior case with regard to a utility

reorgani zati on as defined in Section 7-204 of the

Illinois Public Uilities Act. |Is that correct?
A Yes, that's correct.
Q In your direct testinony, hopefully the

page and |line references are the sane here, page 5
-- give me a nonent. The page and |ine reference
has changed for the statement | wanted to ask
about. I'll be just a nonent.
(Pause in the proceedings.)
MR CLENNON.  Your Honor, could I have a
m nute off the record?
EXAM NER SHOMI S:  Ckay.
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
transpired.)

EXAM NER SHOMI S: Back on the record.
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DI RECT EXAM NATI ON ( Cont' d)

BY MR CLENNON:

Q M. Hardas, before we proceed any
further, do you have a correction to your
corrections?

A Yes, | do. | misspoke earlier. On ny
change that | first brought to the attenti on where
| said "significantly” on line 35 of page 2 in ny
direct testinmony was added, it was not. The true
change on page 5 of Staff Exhibit 4, line 89, the

line should read: "The merger with CUCI shoul d not

significantly inmpair Illinois American's financia
condition."
Q And just so I'mclear, when you say

[I'linois Arerican's financial condition, your
testinmony reads --
A | AWC
Q Very good.
Wth that change, are all the other
foundati on questions that | asked you -- would your
answers still be the sane?

A Yes, they are.
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EXAM NER SHOMIS: M. Springer.
MR, SPRINGER:.  Thank you.
CROSS EXAM NATI ON ( Cont' d)
BY MR SPRI NGER:
Q Wth reference to the sentence that we
were just discussing, as | understand it, your
original statenent in the direct testinony was that

the merger with CUCI should not inpair AW s

financial condition. 1s that correct?

A Yes, that was what was originally on
Exhi bit 4.

Q And as revised, the sentence reads: "The

merger with CUCI should not significantly inpair

IAWC s financial condition." |Is that correct?
A That's correct.
Q And by nerger you're referring to

[I'linois Arerican's proposed acquisition of CUCl's

assets. Is that correct?
A Yes, | am
Q | take it due to the change that you now

have concluded that the acquisition may inpair

CIWC s financial condition if the merger prem um --
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excuse nme. Let nme start that question over

| take it that due to the change in your
testinmony, you've now concluded that if the merger
prem um or acquisition adjustment is not recovered,

the acquisition of CUCI's assets may inmpair AN s

financial condition. 1s that correct?

A I agree that 1AWC s financial condition
will decline, and, yes, it will inpair.

Q Al right. And what was it that caused

you to conclude that w thout recovery of the nerger
prem um or acquisition adjustrment, |AWC s financia

condi ti on woul d be i npaired?

A I"msorry. Could you repeat the
guestion?
Q I think so. Wat was it that led you to

concl ude that wi thout recovery of the nerger
prem um or acquisition adj ustnent, | AWC s financi al
condi ti on woul d be inpaired?

A In Schedule 10.1 of ny rebutta
testinmony there is three ratios listed: pre-tax
i nterest coverage, cash fromoperations to interest

coverage, and cash fromoperations to total debt.
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Those ratios did decline according to historical
1999 data that was used and a pro forma cal cul ati on
that was perforned that assuned that the

acqui sition adjustnment would not be accepted.

Q So it was the decline in the ratios that
was the cause for your concern, if | understand
what you just said?

A | don't know if | would coinit as
concern. According to this schedule, they wll
decline. As | stated in ny testinmony, | do not
believe that they will be significantly inpaired,
but they will decline.

Q And you indicated earlier that you
believe |AWC s financial condition would be
i mpai red absent recovery of the acquisition
premum Correct?

A Yes, and with the use of inpaired to

18

19

20

21

22

mean to decline in strength, yes.

Q Ckay. Let's look for a nonment at the
ratios that you're referring to. The pre-tax
interest coverage ratio of Illinois-Anerican, as

shown pre-acquisition or without the acquisition,
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is 3.34, if | understand it. 1s that correct?

A That's correct.

Q And post -acqui sition absent recovery of
the acquisition premiumis shown to be 1.86. 1Is

that correct?

A Yes, it is.

Q Now underneath the first coverage | evel
3.34, you show the S&P benchmark for BBB utilities.
I's that correct?

A Yes, | do.

Q And that would be for BBB utilities with
a business position of 3? Wuld that be right?

A That's right.

Q VWhat woul d the pre-tax interest coverage
of 3.34 correspond to in terms of an S&P benchmar k
that appears to be above the BBB | evel ?

A I'd have to ook that up real quick to
be precise.

(Brief pause in the proceedings.)
The range for pre-tax interest coverage
for utilities with a business position of 3 for A

rated utilities is 3.4 to 2.8, to be precise
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Q Al right. And would the range for

utilities rated AA be 3.4 to 4.07?

A Subj ect to check.
Q Al right. So you would concl ude that
the pre-tax interest coverage of Illinois-Anerican

in the pre-acquisition colum is consistent with an
A rating of S&? |Is that correct?

A Yes, | woul d.

Q What about the cash from operations to
interest level? What rating would the 3.81 figure
shown in the pre-acquisition colum be consistent
with?

A | believe that would be A also, but I
wi Il have to check

(Brief pause in the proceedings.)
Yes, that would be A al so.

Q Al right. And what about cash from

operations to total debt? Wat benchmark woul d the

16. 89 percent figure shown be consistent with?

A That woul d be in a BBB range.
Q BBB?
Yes.
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Q Al right. And now noving over to the
colum | abel ed as Pro Forma, which as | understand
it woul d be post -acquisition wthout recovery of
the acquisition premun? |Is that right?

A Yes.

Q The pre-tax interest coverage ratio

woul d decline to 1.86, which is toward the | ow end

of the range you show for BBB utilities. |Is that
right?

A Yes, that's correct.

Q And the cash from operations to interest

coverage ratio drops to 2.51 which is, again,

within t he range for the BBB utilities. [Is that

correct?

A Yes, that's within the range for BBB
utilities.

Q And the cash fromoperations to tota

debt ratio drops to 10.15, which is well bel ow the
range for BBB utilities. Correct?

A 10. 15 percent is in the range for BB
yes.

Q And that's bel ow the range for BBB. I's
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that correct?

A Yes, it is.

Q BB-rated securities would not be what
one would refer to as investnment grade securities.

Is that correct?

A BB woul d not.

Q BBB woul d be the | owest investnent grade
rating. 1Is that correct?

A BBB woul d be a | ow i nvestment rating.

Q Let's go to your direct testinony, I

hope. At page 4, line 64, you indicate that AWC
is responsible for raising debt capital for the

subsidiaries of Anerican Water Wrks. |s that

correct?

A Yes.

Q And you refer at page 3 of your
testinmony, line 40, to a service agreenment between

American Water Capital Corporation and |AWC. Is
that correct?

A Yes.

Q Under that agreement, the financia

services provided to Illinois-Amrerican by AWCC are
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those services with respect to which | AWC and AWCC
fromtime to tine agree. 1|s that correct?

A Under ny understandi ng, their agreenent
exi sts, but that under certain circunstances it
coul d be broken

Q Al right. Well, would you accept,
subject to check, that section 1 on page 1 of the
agreenent reads as follows? | will indicate that
ANCC is referred to in this agreenment as AWAFC.

A Ckay.

Q "AWNFC wi | | provide either directly or
through arrangenents with third parties for the
benefit of the Conpany", the Company being
[I'linois-American Water Conpany, "such financia

services as the Conpany and AWANAFC may fromtine to

time agree." Wuld you accept that that |anguage
is there?

A Subj ect to check, yes.

Q It is also true, is it not, that AWCC

can termnate the agreenent on 90 days' witten
notice?

A Yes, they can
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Q Now to sunmari ze the change in the
rati os, going back, again, to Schedul e 10. 1.

A Ckay.

Q The effect of the acquisition absent

recovery of the acquisition premum --

A I"msorry. I'mnot there yet.

Q Ckay. Let me know when you' re ready.
A Ckay. I|I'mthere.

Q The effect of the acquisition would be

to cause the pre-tax interest coverage ratio,
agai n, absent recovery of the acquisition prem um
to fall froman Alevel to the lowend of BBB. 1Is

that correct?

A Yes, that's correct.
Q The cash fromoperations to interest
ratio would fall froman A level down to BBB. |Is

that correct?

A Yes, that's true.

Q And the cash from operations to debt
ratio would fall froma BBB level to a | evel bel ow
BBB. 1s that correct?

A Yes, that is correct.
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Q And you have indicated that w thout

recovery of the acquisition premum |ANC s

financial position would decline. 1Is that correct?
A Yes, it would decline.
Q Now referring now to the meaning of the

Standard & Poor's ratings, as indicated in the
materials you' ve provided in response to discovery
requests, an obligor rated A has strong capacity to
nmeet its financial commtnents, but is somewhat
nore susceptible to the adverse effects of changes

in circunstances and economi c conditions than

obligors in higher rated categories. |Is that
correct?
A That's correct.

MR CLENNON:  Sir? Perhaps M. Springer could
give a copy of whatever he's readi ng, maybe
identify that for the record, so the record is
cl ear.

MR SPRINGER |1'd be happy to. What | have
in front of me is material provided to ne by
M. Hardas, Standard & Poor's dobal Uilities

Rating Service rating definitions. Do you need a
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copy of that, M. Hardas.
A I have it. Do you have what it's

mar ked, what data request response?

Q It says Attachment H 1 of 2. It would
be to the --

A Attachnment H?

Q Yeah. Here, I'lIl show you

(Wher eupon M. Springer
approached the witness with
sai d docunent.)
MR CLENNON: M. Springer, is this sonme of
the informati on we had contractual problens w th?

THE WTNESS: Yes, it is.

MR SPRINGER | think it is, yes.
Q Do you have that there?
A Yes, | have it. It's Attachnent A. Now

is that page 2 of 2?

Q Yes, it is.

A Ckay. Yes, | have it right in front of
me.

Q Wul d you like me to ask the question

agai n?
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A Sur e.

Q Ckay. The question is, according to the
Standard & Poor's rating systemnmaterial, an
obligor rated A has strong capacity to neet its
financial commt nments, but is sonewhat nore
susceptible to the adverse effects of changes in

ci rcunst ances and econom ¢ conditions than obligors

in higher rated categories. |Is that correct?
A. That's correct.
Q An obligor rated BBB has adequate

capacity to nmeet its financial commtnents.
However, adverse econom c conditions or changi ng
circunstances are nore likely to lead to a weakened

capacity of the obligor to neet its financial

commtnents. |s that correct?
A Yes, that's what it states.
Q I believe you indicated that the cash

fromoperations to debt ratio would fall under the
scenari o where the acquisition goes forward w thout
recovery of the acquisition premumto a BB |evel
Wul d that be right?

A Yes, that's correct.
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Q And is it correct that an obligor rated
BB is less vul nerable in the Iong termthan other
| ower rated obligors; however, it faces major
ongoi ng uncertainties and exposure to adverse
busi ness, financial, or econom c conditions which
could lead to the obligor's inadequate capacity to
nmeet its financial comm tnents?

A As stated in Schedule 10.1, cash from
operations to total debt will decline to the BBB
rating, although it is not necessary for all ratios
to fall within a range to be consistent with its
financial credit rating. Rather, all ratios as a
whol e represent a conpany's financial condition
and S&P uses both quantitative and qualitative
nmet hods to decide a credit rating. These ratios
aren't nmeant to be precise. They're intended to
convey ranges that characterize their |evel of
credit quality, and a strengthness in one ratio can
conpensate or offset relative weakness in another.

MR. SPRINGER M. Examiner, |'mgoing to ask
that that st atement be stricken. | believe | asked

the witness whether a particular ratio would fal
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to the BB | evel.

A Vell, I"'msorry, but | believe the
guestion to be whether the obligor rated BB on the
definition, that's how | read the question to be,
as ny definition according to what that ratio would
do in reference to the ratings definition given by
Standard & Poor's for BBB, and that is an obligor
rated BBB, and | was nerely stating that, yes, ny
ratio does fall in the BB category for cash from
operations to total debt, but that one ratio does
not mean that their credit quality would be
consi dered BB or bel ow i nvest nent grade.

MR, CLENNON: May | r espond to the objection?

EXAM NER SHOMIT S: No

(Laught er)

A I"msorry.
EXAM NER SHOMIS: ['msure if | struck it --
it is not responsive. | can strike it, but I would

i mgi ne that on redirect 1'mgoing to get sonething
anal ogous to what M. Hardas just said, so,
M. Springer, | agree it's not responsive. |If you

want it stricken, that's fine, but I have a funny
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feeling 1'"'mgoing to hear the sane thing on
redirect. So |l wll strike it at this point.
Qoviously, M. Hardas on redirect would be able to
expl ai n what the neaning of a single ratio bel ow

i nvestnment grade is. So if you want it stricken
that's fine.

MR SPRINGER Al right.

Q CGetting back to Schedule 10.1
M. Hardas, the cash fromoperations to total debt
ratio in the Pro Forma col umm post -acquisition
wi t hout recovery of the acquisition prem um
declines to a level which is bel ow the range for
the S&P BBB benchmark for that ratio. 1Is that
correct?

A Yes, cash fromoperations to total debt
adj usted pro forma conbi ned conpany after the
acqui sition without acquisition adjustnent is in
the BB range. You're correct.

Q And according to the Standard & Poor's
rating definitions, an obligor rated BB is |ess
vul nerable in the near termthan other |ower rated

obligors. However, it faces nmajor, ongoing
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uncertainties and exposure to adverse business,
financial, or econonm c conditions which could | ead
to the obligor's inadequate capacity to neet its
financial commtnments. Correct?

A Yes, that is Standard & Poor's
definition of BB rating.

Q As a public utility, Illinois-Anerican
Water Conpany is required to provide service to its
custoners at times of adverse econom c conditions

or even if circunstances change. Wuld that be

right?
A Yes.
Q Is it true that under the Standard &

Poor's ratings, an obligor rated bel ow BBB is
regarded as having significant specul ative
characteristics?

A Yes. According to S&P, a bel ow BBB
rating i s below investnment grade whi ch does have

specul ative characteristics.

Q And a BB rating indicates the |east
degree of speculation and CC the highest. Is that
correct?
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A Yes.

Q Al'l other things being equal, as the S&P
rating for a security declines and the obligor's
specul ative characteristics increase, the cost of
debt capital for the obligor also would be expected
to increase. Wuld that be right?

A Yes, it's possible.

Q Now S&P provi des, ampbngst the materials
that you provided, a summary of financial ratios

for water utilities. Wuld that be cor rect?

A Do you have the attachment so | can see
in?

Q Yes. And of the conpanies listed there,
California Water Service is the first one. 1s that
right?

A Yes, it is.

Q And that one has a corporate credit
rating of AA-. Is that correct?

A Yes, it does.

Q Is the next one -- the copy you faxed to

me is alittle hard to read. Is it BHC Conpany?

A Yes, it is.
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Q And is that conpany rated A+?
Yes.
Sout hern California Water Comnpany rated
A+?

A Yes.

Q Aquarion Conpany rated A?

A Yes.

Q M ddl esex Water Conpany rated A?

A Yes.

Q United Water - New Jersey rated A?

A Yes.

Q Uni ted Water Wrks rated A?

A Yes, it is.

Q And a subsidiary of American called
Pennsyl vani a- Areri can Water Conpany rated A-?

A Yes.

Q Now of the compani es shown in the
summary, there's a columm shown there for the
pre-tax interest coverage ratio. |s that correct?

A Yes, there is.

Q

And t he lowest one | found is 2.01 for

United Water Wirks. |s that correct?
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A Yes, and 1'd like to al so be noted that
this information is for Decenmber 31st of 1997.

Q As | understand it, this was anongst the
materials you relied on in this case, is it not?

A Yes, it is.

Q And, again, the | owest coverage shown
for the other water utilities we discussed is 2.017?

Is that correct?

A Yes, it is correct.

Q And the highest is 4.13 for California
Water Service. |1s that correct?

A That is also correct.

Q The indicated average interest coverage
ratio is 2.77. 1s that correct?

MR CLENNON: M. Springer, did you say
aver age?

MR SPRINGER:  Yes.

A The average for which? For A? AA?
Q Ch, I"'msorry. Yes.

A For A?

Q The average for Ais indicated to be

2.777?
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A Yes, it is.

Q And the average for A+ is 3.32. Is that

correct?

A Yes.

Q The average for AAis 4.13. 1Is that
correct?

A That' s al so correct.

Q And the average for A-, which is only

one company, Pennsylvani a-Ameri can Water Conpany,

is 2.24. 1s that correct?

A Yes.

Q And you show on your Schedule 10.1 a pro
forma coverage for Illinois-Anerican post -

acqui sition without recovery of the acquisition

premumof 1.86. |Is that correct?

A That's correct.

Q And t hat coverage woul d be bel ow any
shown on the sumary. |s that correct?

A Yes, that nunber woul d be bel ow any

shown on that sunmmary.
Q Your wor kpapers that you provided

supporting your testinony do not include any
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specific study or analysis of the effect of the

decline in financial condition you di scuss on

[I'linois-American's cost of capital. |Is that
correct?

A That's correct.

MR. SPRINGER  Thank you. | have not hi ng

further for M. Hardas.
EXAM NER SHOMIT S: Do you have any questions
M. Fitzhenry?
MR, FI TZHENRY: No, | do not.
EXAM NER SHOMI S: | just had one question
EXAM NATI ON
BY EXAM NER SHOM S:
Q Schedule 10.1, colum 1, reflects
hi storical figures as of the end of 1999?
A Yes, Decenber 31, 1999.
Q And it's ny understanding that

[Ilinois-American has a pending rate case before

this Commission. |Is that correct?
A Yes, they do.
Q And | believe a final order is due

shortly or within the next nonth or two. 1Is that
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correct?

A Yes.

Q And it's ny understanding that rate
i ncreases are sought by Illinois-Anerican for

certain of its service areas in that proceedi ng.
I's that correct?

A That's ny understanding as well.

Q Is the dispute between Illinois-Anerican
and other parties in that proceeding over the
amount of the increase for various service
territories? In other words, is any party
recomrendi ng no increase for certain service

territories or a decrease?

A I"'msorry. I'mnot famliar with that
exactly.

Q But if there is sone rate relief granted
to Illinois-Anerican in that case, that would have

some inmpact on the ratios shown in both colum 1
and in the last colum which is entitled Adjusted
Pro Forma Conbined. 1Is that correct?

A Yes, that's ny understanding that it

woul d.
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EXAM NER SHOMIS: Ckay. That's all | had

MR, CLENNON:  We have sone questions. W need
a break.

EXAM NER SHOMI S:  Ckay.

(Wher eupon a short recess
was taken.)

EXAM NER SHOMI S: Back on the record.

MR. SPRINGER M. Exam ner, before we begin
the redirect, | would Iike to ask | eave to ask an
addi ti onal question of M. Hardas that |'ve
di scussed with Staff counsel

EXAM NER SHOMITS: ay. Go ahead

CRCSS EXAM NATI ON

BY MR SPRI NGER

Q M. Hardas, as follow-up to the question
the Hearing Exam ner asked you, | believe you
i ndi cated that Schedul e 10.1 does not reflect
revenues that may be derived fromthe ongoing rate
case once the order is entered. 1Is that right?

A Yes.

Q Al right. And | guess ny question is,

is it also correct that the data shown on the
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schedul e does not reflect post 1999 costs
associ ated with changes in operating expenses or
pl ant investnent?

A Yes.

Q So that neither revenues nor costs that
may be reflected in the rate case data for post
1999 periods would be reflected in the schedul e.
I's that correct?

A That's correct.

MR SPRINGER Thanks. That's all | have.

EXAM NER SHOMI S: Go ahead

MR, CLENNON: | have sone questions, if | nay.

REDI RECT EXAM NATI ON

BY MR CLENNON:

Q M. Hardas, could you describe for us
how S&P uses its benchmark ratios in determning a
conpany's credit rating?

A Yes, | could. The ratios that they use
are neant to fall into a range t hat woul d show
consi stency of a particular financial credit
rating. They're not neant to be precise. They're

i ntended to convey ranges that characterize |levels
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of credit quality as represented by rating
categories, and strengths in one area are able to
of f set weaknesses in anot her

Q M. Springer asked you a couple
guestions concerning the S&P financi al benchmark

ratios, and | believe three of them were discussed.

A Yes, there were
Q I's there a fourth one?
A Yes. S&P uses a fourth benchnmark ratio

which is total debt to total capital

MR. SPRINGER 1'mgoing to object,
M. Exam ner, to introduction of additiona
material that was not presented with the witness's
direct testinmony nor the subject of
Cross-examni nation.

MR, CLENNON:  Your Honor, | believe if you
| ook at Schedule 10.2, the information is contained
there. It may not be the exact benchmark
described, but certainly the information is there
and it's a clarification of the responses he was
giving to M. Springer.

MR. SPRINGER: Wuld you give ne a nonent,
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M. d ennon?

MR CLENNON: 10.2 lists pre-tax interest
coverage, net cash flow to expenditures, funds from
operations interest coverage, total debt to total
capital, net cash flowto total debt.

MR SPRINGER | withdraw ny objection.

EXAM NER SHOMI S: Do you remenber the
guestion?

THE WTNESS: Yes. Well, | think he objected
to ny answer.

EXAM NER SHOMI S:  Ckay.

MR, CLENNON: Let ne restate the question.

THE WTNESS: Ckay.

Q M. Springer asked you a nunber of
guestions about various S&P financial benchmark
ratios. Specifically, he covered three.

A Yes.

Q I's ny understanding correct that there
is a fourth S&P financial benchmark ratio that
M. Springer did not discuss with you?

A Yes. S&P uses a fourth ratio, and that

ratio is total debt to total capital.
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Q M. Hardas, can you please tell the
court what is the total debt to total capital for a
BBB benchmark rating for a utility with a business
position of 3?

A The range that S&P uses for a BBB
utility at business position 3 is 53 percent to 61
per cent .

Q VWhat is Illinois-Anrerican Water
Conpany's pro forma total debt to total capita
rati o assumng no nerger premumis recovered?

A On Schedul e 10.2, total debt to tota
capitalization is 53.85 percent, and that is in the
upper portion of the BBB rating.

Q When you say upper portion, do you mnean

the high range of BBB rating?

A Yes.
Q O that benchmark ratio?
A Yes.

MR, CLENNON:  Very good. Staff has not hing
further.
MR, SPRINGER | do have sone brief follow-up,

M. Exam ner.



10

11

12

13

14

15

16

17

18

19

20

21

22

774

RECROSS EXAM NATI ON
BY MR SPRI NGER
Q Wth respect to the additional ratio you
menti oned, M. Hardas, the figure you're giving is
the pro forma conbi ned conpany figure. 1s that

correct? If | recall the nunber, it was 53.85

per cent ?

A Yes.

Q. VWhat is the nunber that woul d correspond
to the Illinois-Arerican pre-acquisition ratio in

the first colum of your Schedule 10.1?

A In Schedul e 10.2 or 10.17

Q I'"mjust asking for the nunber that
woul d correspond to those shown as the

pre-acquisition rati o nunbers.

A Ch. So for Illinois-Anerican Water
Conmpany?

Q Yes.

A For 19997

Q Yes.

A Ckay. It will take ne just one second

(Brief pause in the proceedings.)
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I have 52.89 percent.
Q Thank you
You do not show the ratio for total debt

to total capital on your Schedule 10.1. [Is that

correct?
A No, | do not.
Q And | believe you testified that the

benchmark ratio |l evels are not nmeant to be precise.

| believe those were your words. |Is that correct?
A That's correct.
Q So that the fact that an entity has say

a pre-tax interest coverage ratio that falls within
a given benchmark doesn't necessarily nean it woul d
achi eve that benchmark. 1Is that correct?

A The question is if the ratio' s nunber is
bet ween t he range?

Q Yes. Wiat |'m suggesting is the fact
that a given conpany has a pre-tax interest
coverage ratio that's within say the BBB range
doesn't necessarily nean that that entity woul d
receive a BBB rating due to the inprecision that

you discuss. |s that correct?
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A Yes. If certain ratios are in different
ranges, it's a conbination of all ranges together,
yes.

Q So, for exanple, the fact that the post -
acqui sition coverage figure is shown to be 1. 86,
which is just slightly above the bottom of the BBB

range, woul d be sonething that an anal yst woul d

take into account. |s that correct?
A Due to that it's the | ower end of BBB?
Q Yes.
A Yes, that could be taken into

consi derati on.

Q And the fact that the cash from
operations to total debt ratio is well belowthe
bottom of BBB woul d be another factor taken into
account. Is that correct?

A Yes, that it is a BB rating, yes, that
woul d be taken into account.

MR. SPRINGER  Thank you. | have not hing
further of M. Hardas.

EXAM NER SHOMI S: | just have one question.



10

11

12

13

14

15

16

17

18

19

20

21

22

777

EXAM NATI ON

BY EXAM NER SHOM S:

Q If S&P has the four ratios, why did you
only include three on Schedul e 10.1?

A Wll, M. Hearing Exam ner, Schedul e
10.1 was initially performed to correct
cal cul ations that were perforned in Schedule 2.1R
and | tried to keep consistent to how that was
performed to show changes, and that nunber was
added or was in Schedule 10.2, but | didn't provide
a range, and that's why.

EXAM NER SHOMIS: Ckay. That's all | had

MR CLENNON:  Your Honor, if | could just --
just two questions.

EXAM NER SHOMI S: A maxi num of two.

MR CLENNON: A maxi num of two?

EXAM NER SHOMI S: Yes, because | don't want
to get into re-redirect and re-recross, so |'l
gi ve you two.

RE- REDI RECT EXAM NATI ON
BY MR CLENNON:

Q The schedule in your direct testinony is
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a correction or a revision or a version of a

Conpany' s schedul e?

A
Q
A
Q
apol ogi ze.
A
Q
A

In ny rebuttal testinony, Schedule 10.1?
In the earlier schedul es.
No, it is not.

I"msorry; rebuttal schedul es.

Yes, 10.1, Schedule 10.1 is a revision.
o ?

O Exhibit 2.1Rthat was an Illinois -

Ameri can Water Conpany schedul e.

Q

Very good.

M. Springer asked you about an anal yst

lowering a rating because benchmarks or the ratios

appeared in the | ower range of certain benchnarks.

Is it also true that an anal yst could give the

conpany a hi gher range even though its ratios

appeared in a | ower benchmark?

A

Yes, that is true.

MR, CLENNON:  Very good.

I thi nk that was nmy two.

MR. SPRINGER: | have no foll ow-up.
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EXAM NER SHOMI S: Okay. You nay step down.
(Wtness excused.)

EXAM NER SHOMI S: Let's go off the record.
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
transpired, during which
time ICC Staff Exhibit 9.0
Revi sed and 3.0 Pr oprietary
were marked for
identification.)

EXAM NER SHOMI S:  You may proceed.

MR, CLENNON:  Thank you

Staff would call M. Langfeldt.
ROCHELLE LANGFELDT
called as a witness on behalf of the Staff of the
[1'linois Commerce Commi ssion, having been first
duly sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY MR CLENNON:
Q Ms. Langfel dt, please state your nane

for the record.
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THE W TNESS:
A Rochel | e Langfel dt.
Q VWho is your enployer and what's your

busi ness address?

A The Illinois Commerce Conmi ssion, 527
East Capitol Avenue, Springfield, Illinois 62701.
Q VWhat is your position here at the

Commer ce Conmi ssi on?

A I'"'ma Financial Analyst.

Q Very good.

Ms. Langfeldt, did you prepare witten
exhi bits and schedules for submittal in this
pr oceedi ng?

A Yes, | did.

Q You have a docunent -- you have two
docunents before you which have been marked for
identification purposes as Staff Exhibit -- I1CC
Staff Exhibit 3.0, the Redacted Direct Testinony of
Rochel l e Langfeldt is the title, and 1 CC Staff
Exhibit 3.0 Proprietary which is nmarked the
Unredacted Direct Testinony of Rochelle Langfeldt.

Did you prepare these docunents for subm ssion into
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A Yes, | did.
Q Are there certain schedul

t hose docunents?

A Yes. There's 11 schedul e
Q And they are nunbered fro
A Yes, that's correct.

Q And in the unredacted ver

781

es attached to

S.

mlto 117

sion there are

-- Schedule 3 is blank intentionally, redacted

intentionally. 1In the redacted version, Schedule 3
is blank. 1s that correct?

A That's correct.

Q Four is blank intentionally?

A That's correct.

Q Five is blank?

A Yes.

Q Eight -- I'msorry -- 7 and 8 as wel|?

A Yes.

Q And 10. Is that correct?

A Yes, that's correct.
MR CLENNON:  And, Your Honor,

version is avail abl e on e-Docket.

t he re dact ed
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Q Do you have any additions or corrections
to make to ICC Staff Exhibit 3.0, whether it is
proprietary or not?

A No.

Q You al so have a docunent before you
which is marked ICC Staff Exhibit 9.0 Revised. 1Is
that correct?

A Yes, that's correct.

Q Ckay, and you have sone additions or
corrections to make when this docunent is conpared
to the docunent that was filed on e-Docket. |Is

that correct?

A That's correct.

Q And coul d you pl ease describe those
changes?

A Yes. On page 3, the sentence that
begins at the end of line 48 where it states: "In
effect, the market value", it should actually read

"In effect, the merger prem uni.
Q Very good. And the Court Reporter has a
copy of the corrected version of that.

Is that the only change?
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A Yes.
Q Is the information contained in the

three exhibits true and correct to the best of your

know edge?
A Yes.
Q If I were to ask you the sane questions

as set forth in ICC Staff Exhibits 3.0 and 9.0,
woul d your answers be the sane today?
A Yes.
MR CLENNON:  Your Honor, Staff noves for
adm ssion into evi dence ICC Staff Exhibit 3.0
redacted, 1CC Staff Exhibit 3.0 Proprietary, and
ICC Staff Exhibit 9.0 Revised, including the
schedul es that are attached to both versions of
3.0.
EXAM NER SHOMI S:  Any obj ection?
MR. SPRINGER: No objection.
EXAM NER SHOMI S: Those exhibits are adm tted
into evidence.
(Whereupon I CC Staff
Exhibits 3.0, 3.0

Proprietary, and 9.0 Revised
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were received into
evi dence.)
You may cross-exam ne, M. Springer.
CRCSS EXAM NATI ON
BY MR SPRI NGER:
Q Ms. Langfel dt, you have not testified in
any prior proceeding regarding a public utility
reorgani zation as defined in Section 7-204 of the

Illinois Public Wiliti es Act. Correct?

A That's correct.
Q Referring first to your direct testinony
at page 3, line 51, you indicate there that you

concl uded that |1 AW s neasurenent of the merger

premiumis incorrect. |Is that your statenent?
A Yes.
Q Conpany wi tness Hamilton defines

acquisition premiumas the difference between the

price paid and the book val ue of assets. |Is that
correct?

A Yes.

Q You define that difference as an

acqui sition adjustnment, as you indicate at lines 19
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to 22 on page 2 of your rebuttal testinmony. |Is
that correct?

A Yes.

Q In concluding that the Conpany's
nmeasurenment of the merger premiumis incorrect, you
did not rely on provisions of the Comm ssion's
Uni form System of Accounts with regard to
acqui sition adjustnents. Correct?

MR, CLENNON:  Can | have the question read
back?

EXAM NER SHOMI S: CGo ahead

(Wher eupon the requested
portion of the record was

read back by the Court

Reporter.)
MR, CLENNON: [I'mgoing to object to that
guestion. It hasn't been established that the

merger premiumis defined in the Uniform System of
Account s.

MR. SPRINGER: | have no response to that.
The question is whether the witness relied on any

provi sions of the Uniform System of Accounts in
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I think it's a perfectly

She can answer the

t hi nk the Conpany has used the term

and so with regard to

it a nerger premumor acquisition

you shoul d i ndi cate whet her you took

into account anything in the Uniform System of

Accounts in determ ning how you cal cul ated the

mer ger prem um

A

testi nmony,

As |

state on line 19 of ny rebuttal

relied on Staff witness Thonas Q

Smith's testinmony in defining acquisition

adj ust ment .

MR SPRI NGER:

I"mgoing to ask for that

statement to be stricken and ask for a response to

the question regardi ng whether the witness relied

on any provisions of the Uniform System of

Account s.

EXAM NER SHOMT S: |

yes or

A

no.

thi nk you can answer t hat
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Q So you did not rely on provisions of the
Uni form System of Accounts in reaching your
conclusion. Correct?

MR CLENNON: Asked and answered, Your Honor.

MR SPRINGER: |I'mjust trying to make cl ear
what the answer was. | believe that was the
answer. | just want to confirmit.

A No, | did not rely on the Uniform System
of Accounts.

Q Thank you.

And you agree that there are no

provi sions of the Uniform System of Accounts for
either water or sewer utilities which refer to a
nmerger premum as you use that termat page 2, line
35. Correct?

MR. CLENNON: Beyond the scope, Your Honor.

EXAM NER SHOMI S: She can answer if she
knows. [If she doesn't know, that can be her
answer .

A No, | don't believe the Uniform System
of Accounts defines nerger prenium

Q The phrase nmerger premium as you use it



10

11

12

13

14

15

16

17

18

19

20

21

22

788

is not defined in either Black's Law Dictionary or

Barron's Dictionary of Finance and | nvestnment

Terns. |s that correct?
A That's correct.
Q You rely on the order in Docket 95-0551

as support for your definition of a merger prem um
I's that correct?

A Yes, that is correct.

Q And specifically, you rely on the
description given by a witness for the applicants
in that docket. |Is that correct?

A Vell, | relied on the order, so |I'mnot
cl ear who exactly defined nerger prem um but that
was the definition that they used in the order

MR SPRINGER I'mdistributing a docurent 1'd
i ke to have marked as Illinois-Anerican Water
Conpany Cross-Exam nation Exhibit Nunber 1.

(Wher eupon | AWC Cross
Exhibit 1 was nmark ed for
identification.)

Q Do you have in front of you the docunent

that's been marked as Cross-Exam nati on Exhibit
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Nunber 17?
A Yes.
Q And this is a data request that asks --

it states: "At page 3, beginning at line 51

Ms. Langfeldt states, 'I've concluded that 1AW s
nmeasurenment of the merger premiumis incorrect.’
identify by name, docket nunber and date any
regul atory conmi ssion order or other document upon
whi ch Ms. Langfeldt relies in support of the
statement. Al so, identify any provisions of the
Uni form System of Accounts or other rule upon which
Ms. Langfeldt relies.” |Is that correct? |Is that
the question?

A That's correct.

Q And is your response to the question

gi ven accurat e?

A Yes.

Q And this accurately portrays your
response?

A Yes.

Q Now you indicate in the first paragraph

of your response, in Docket No. 95-0551, nerger
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prem uns are defined as "the val ue over the stock

mar ket val uation prior to announcenment of the

nmerger". |s that correct?
A Yes, that's correct.
Q And you cite there Order, Docket No.

95- 0551, Septenber 10, 1997 at page 17. Is that

correct?
A Yes.
Q At that page of the order there is a

statement Applicant's witness Kinmel man testified
that the nerger prem umrepresents the val ue over
the stock market valuation prior to announcement of
the nmerger to be received by Cl PSCO stockhol ders.
Is that the statenment you relied on?

A | believe so. Yes.

Q Then you rely specifically on a
description given by a witness for the Applicants
in Docket 95-0551 for your definition of the merger
premum |s that correct?

A Yes. That's the definition that the
Conmmi ssion accepted in their order

Q And t he Conmi ssion accepted that
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definition at page 17?

A No, not if page 17 is the page you just
read.

MR SPRINGER: Al right. I'mgoing to ask
for adm ssion, M. Examiner, of Illinois-Anerican

Cross-Exam nation Exhibit 1.

MR, CLENNON: W have no objection

EXAM NER SHOMI S: That exhibit is admtted
into evidence.

(Wher eupon | AWC Cross
Exhibit 1 was received into
evi dence.)

MR, SPRI NGER:

Q Now let's get to the Comm ssion's
conclusion. Wuld you agree that that's stated at
page 30 of the order?

A | don't have that order with ne. [|'m
sorry.

Q Wul d you accept that at page 30 the
Conmmi ssion states as follows: 95-0551 --

MR CLENNON:  Your Honor, | think it's time to

object to this line of questioning. Yesterday when
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I was asking about cases and orders, | was
instructed not to. The orders speak for
thensel ves, and we prefer the sanme courtesy be
given M. Springer as was given to ne |ast night.
MR. SPRINGER: My | respond, M. Exaniner?
EXAM NER SHOMI S:  Yes
MR SPRINGER The witness has testified that
she relied on an order as the sole source of the
definition of a merger premum which is the
subject of her testinmony. |In this circunstance the
order is very relevant to the witness's testinony,
and she has just stated that the Conm ssion
concl usion was to adopt a certain definition, and
it's the Comm ssion's conclusion that | am now
goi ng to address.
MR CLENNON: That mi scharacterizes
Ms. Langfeldt's testimony. |If M. Springer would
have | et her answer an earlier answer, she would
have di scussed al so ot her sources where she relied
upon to get that information, but Ms. Langfeldt was
cut off. Now, once again, the orders speak for

thensel ves, and M. Springer is free to make any
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| egal arguments in his brief.

MR. SPRINGER: Again, M. Exam ner, the
witness has testified to reliance on a Conmi ssion
conclusion in Docket 95-0551, and | believe that
guestions regarding that conclusion are
appropri ate.

EXAM NER SHOMIS: Well, 1'mhaving a hard
time distinguishing fromwhat happened yesterday
when a witness was citing sone cases in his
testinmony, and | left that to the briefs.

I think the order does speak for itself,
and | think counsel is free to cite the order in
the briefs as to whether there was any conclusion
in that order on the appropriate neasurement of a
nmer ger prem um

MR, SPRI NGER:

Q Is your testinmony, M. Langfeldt, based
on an assunption that the order in Docket 95-0551
contai ns sone Conmi ssi on concl usi on?

MR, CLENNON:  Your Honor, |'ve already
objected to this, and you have ruled on it. Now

M. Springer is taking a second bite at the apple
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MR. SPRINGER |'mnot asking about a
statement in the order. |'m asking about the basis
for the witness's testinony at this point.

MR, CLENNON: M. Springer is attenmpting to
get into the back door what he could not get into
the front.

MR. SPRINGER | have no further response.

EXAM NER SHOMI S:  You can answer the
guestion, whether you believe that the Comm ssion
reached a conclusion in that order with regard to
t he proper measurenent of the merger prem um

A Yes.

Q And that's the basis of your testinony
in this case?

A That and ny know edge of finance.

Q Now t he DCF anal ysis is the nost
appropriate method for neasuring nerger prem uns.
I's that correct?

A Yes.

Q The DCF anal ysis requires an esti mation
of future cash flows for a conpany which are then

di scounted to their present value. 1s that
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correct ?
A That's correct.
Q The DCF met hod t hen devel ops a val uation

for the acquired assets based upon the expected

future cash flows. |Is that correct?
A W11l you repeat that, please?
Q The DCF met hod t hen devel ops a val uation

for the acquired assets based upon the expected

future cash flows. |s that correct?
A Yes.
Q The results of the DCF anal ysis,

excl udi ng expected savi ngs, represent estimates of

the value of the acquired operation prior to

acquisition. |Is that correct?
A W1l you read that again, please?
Q The results of the DCF anal ysis,

excl udi ng expected savi ngs, represent estimates of

the val ue of the acquired operation prior to

acquisition. |Is that correct?
A That's correct.
Q The DCF results reflect the cash fl ows

that the acquired operation would be expected to
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realize if no changes were nade to operations. |Is
that correct?

A That's correct.

Q The DCF anal ysi s, which includes
savings, inplicitly assumes that the parent would
retain the econom c equival ent of 100 percent of
the savings resulting fromthe acquisition. |Is
that correct?

A That's correct.

Q At page 4 of your rebuttal testinony,
lines 58 to 60, you indicate that ratemaking is a

process of bal anci ng ratepayer and investor

interests. Is that correct?
A Yes.
Q I n bal ancing ratepayer interests, you

consi der the customer benefits di scussed by

M. Kelleher to be irrelevant. |Is that correct?
A The benefits di scussed by M. Kell eher

were irrelevant as far as ny financial analysis.
Q In your rebuttal testinmony at pages 7

and 8 you nake reference to what you say is a

proposal of Consuners Illinois Water Conpany in
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Docket 97-0351. |Is that correct?

A Yes.

Q And as indicated in your Data Response
No. 16 to the Company's Third Data Requests, your

intent there is to refer to an argunent presented

in that case by a Dr. Phillips. |Is that correct?
A That's correct.
MR SPRINGER | have a docunent I'd |ike
marked as Il linois-American Water Conpany

Cross- Exami nation Exhibit Number 2.
(Wher eupon | AWC Cross
Exhibit 2 was nmarked for
identification.)

MR. CLENNON: Before M. Springer gets
started, before he sits down, | have an objection
to the use of this docunment in this proceeding.
This appears to be a snmall portion of what could be
a very large pi ece of testinony and is only one
portion of this witness's testinmony. | would
venture to say that this witness filed direct,
which this may be part of, rebuttal, surrebuttal

In addition to this, this witness's testinony in
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this previous docket should not be introduced into
this docket. The witness is unavailable to sit for
cross, and this should not be admitted, nor should
Ms. Langfel dt be questioned on it.

MR SPRINGER: M. Exam ner, at this point |
have not noved adm ssi on of the exhibit, and I wll
lay the ground work for use of the exhibit in ny
Cross-exam nation questions.

EXAM NER SHOMI S:  You can proceed for now.

MR. SPRINGER. Thank you.

Q Ms. Langfel dt, does the document narked
as | AWC Cross-Exam nation Exhibit Nunber 2 set
forth the entire language of Dr. Phillips that you
guote in your Data Response No. 16 as being the
argunment to which you refer in your testinony?

A Yes.

MR. SPRINGER: Thank you.

Now | would |ike to nove adm ssion of
| AWC Cross- Exam nation Exhibit Nunber 2.

MR CLENNON: And | will renew ny objection.

Your Honor, --

EXAM NER SHOMITS: This is the argunment that
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she relied on. |If she placed reliance on page 4
through line 14 --

MR CLENNON: That has not been established in
this record.

EXAM NER SHOMI S: She just said that is the
argunment that she relied on as being rejected.

MR, SPRINGER: That was what she did say.

MR, CLENNON:  Your Honor, they had an
opportunity to rebut this in their surrebutta
testinmony. They forgo that when they do not
respond. This is conpletely inappropriate.

EXAM NER SHOMIS: | don't think it is.
think if she relied on this paragraph, he's just
showi ng what she relied on. It just clarifies the
position that the wi tness indicated was rejected.

MR, CLENNON: Very good.

MR, SPRINGER  Thank you

Has there been a ruling on the exhibit?

EXAM NER SHOMI S:  Yes.

MR, SPRINGER  Thank you

EXAM NER SHOMIS: | AWC Cross Exhibit 2 is

admtted, and it's only adm tted for purposes of
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establishing that this is the position or argunent
that was rejected in that docket that M. Langfel dt
cited in her testinony.
(Wher eupon | AWC Cross
Exhibit 2 was received into
evi dence.)
MR, SPRINGER  Thank you
Q Now t he argunent set forth on the
exhibit, M. Langfeldt, -- or excuse ne -- the
testinmony set forth does not refer to the terns
acquisition premumor premum |Is that correct?
A Vell, ny testinony did not state that
the conpany asked for an acquisition premum to
rate base. They asked for an acquisition prenm um

to the rate of return

Q So this is a portion of the conpany's
rate of return testinmony. |Is that correct?

A Correct.

Q Turni ng now to page 9 of your rebutta

testinmony, beginning at line 170, you state there
that there is no logical basis for the Conpany to

assunme that the ratepayers would be charged for a
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premi umthat has no effect on nerger savings and

whi ch resulted fromnegotiations in which

ratepayers did not participate. |Is that correct?
A Yes.
Q You have not anal yzed whet her or not

certain savings would occur as a result of the

acquisition. |Is that correct?
A That's correct.
Q And as al ready discussed, for purposes

of your analysis you consider the nonnonetary

benefits di scussed by M. Kelleher to be

irrelevant. |Is that correct?
A Rel evant to ny financial analysis, yes.
Q At page 10 of your rebuttal testinony,

begi nning at line 191, you state, "Allowing |AWC to
recover a portion of the merger prem umthrough
ratepayers would effectively reduce risks to
sharehol ders associated with acquisitions.” Is
that correct ?

A Yes.

Q The only risk to ratepayers you identify

is the possibility that the acquisition may not
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generate sufficient savings. 1s that correct?
A W1l you read the question back, please,
or can | have the question read back to nme, please?
Q Yes. The question is, the only risk to
ratepayers you identify, however, is the

possibility that the acquisition nmay not generate

sufficient savings. |s that correct?
A No. | also nention a risk that in
future acquisitions merger premuns wll increase.

Q Al right.

A If TAWCis allowed to recover a portion
of the merger prem um

Q Al right. Do you have a copy of your
response nunber 20 to Illinois Arerican's Third
Dat a Request ?

A Yes.

Q Was the question there, "Wth ref erence
to Ms. Langfeldt's statenent at page 10, lines 191
to 193, state whether Ms. Langfel dt agrees that the
sharehol ders, in fact, assune the risks associated
with the proposed Saving Sharing Proposal that

savings either are not realized or cannot be
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denonstrated. If Ms. Langfeldt does not agree,
provide the basis for the disagreenent and al

docurments Ms. Langfeldt relies upon to support her

position." 1s that the question?
A Yes.
Q And is t he response: "No. Ms. Langfeldt

does not agree that the sharehol ders assune all the
ri sks associated with the proposed Savi ngs Shari ng
Proposal. Ratepayers bear risks associated with
t he
SSP because if the nmerger does not generate the
sufficient savings, AW s financial condition
coul d deteriorate, thereby increasing the cost of
capital. Please see Staff response to Conpany Data
Request 1 which lists the docunents relied upon by
Ms. Langfeldt in devel oping her testinmony." Was
that the response?

A Yes.

MR CLENNON:  Your Honor, | would nove to
strike both the | ast question and answer.
Ms. Langfeldt's testinony is not inconsistent with

her data request response, despite the inference
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M. Springer is failing to show The questions
were different, and Ms. Langfel dt answered t hem
correctly both tines.

MR SPRINGER M. Exam ner, the w tness
identified one risk borne by ratepayers in this
response. The question and answer are relevant to
her testinony, and | think the --

MR, CLENNON:  Your Honor, the question first
posed by M. Springer was whether or not the
ratepayers -- whether or not she -- whether or not
there were other risks, and we can have the
guestion read back to us, but the question was nore
enconpassi ng than the data request. Despite
M. Springer's attenpt, there is no inconsistency
bet ween the two.

MR. SPRINGER:. The data request asked
Ms. Langfeldt to provide the basis for her
di sagreenent with the statement that sharehol ders
assuned the risk associated with the proposed
Savi ngs Sharing Proposal. That was the question
In the answer she provided the basis for the

di sagreenent, and it was a different basis than was
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stated here. 1In any event, the question and answer
are relevant to her testinony, and the question is
proper.

EXAM NER SHOMI S: The objection is overruled
Qoviously, if 1AW wants to place reliance on that
particul ar data request response in its brief and
Staff believes there's sonme m srepresentations,
Staff can respond in its reply brief.

MR, CLENNON:  Very good.

MR SPRINGER | don't know if we got an
answer in the record.

Q Was the response read accurately?

A The response to whi ch question?

Q The response to Data Request No. 20.

A Yes, that was read accurately.

Q Thank you

MR, SPRINGER. That's all the questions | have
for Ms. Langfeldt.

EXAM NER SHOMI S: Do you have any questions?

MR FI TZHENRY:  No.

EXAM NER SHOMIS: | just had a couple

guesti ons.
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EXAM NATI ON

BY EXAM NER SHOM S:

Q It is ny understanding that you
di sagreed with the manner in which | AWC cal cul at ed
the merger prem umor acquisition adjustment. |
think different terns have been used, and you
expressed your posi tion as to how it should be
cal cul ated, but you did not nmake that cal culation
yoursel f. |Is that correct?

A That's correct.

Q And woul d you just explain why you did
not make a cal cul ati on of the nerger prem un®

A I couldn't calculate the nmerger prem um
for the utility assets because | had no way of
determ ning what their expected future cash fl ows
woul d be because Anerican Water Wrks acquired al
of the utility assets of CGtizens and did a single
DCF anal ysis and all ocated the purchase price
bet ween states and then further within Illinois by
-- well, I"'msorry. The parent, Anerican Wter
Wirks, allocated the purchase price to the six

states on gross property plant and equi pnent, and
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then Illinois-American allocated the purchase price
for the Illinois -- the three acquisitions in
I[I'linois, the three conpanies t hey're acquiring, in
a manner that nade it inpossible for nme to estimte
what their future cash fl ows woul d be.

Q Just for clarification, | AWC W tness
Corman presented a calculation of | think he
characterized it as a control prem um

A Yes.

Q Wul d the manner in which you reconmend
the premum be calculated result in a control
premun? In other words, I'mtrying to get an

understanding if at |east the concept is the sane

bet ween - -
A Yes, it is.
Q -- how you say the prem um shoul d be

cal cul ated and how M. CGorman cal culated it.

A Yes. W both defined the nmerger prem um
as a control premium the difference between the
purchase price and t he nmarket value of the utility
assets.

EXAM NER SHOMI S:  Just a minute.
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(Pause in the proceedings.)

Q Is it your position that any recognition
of a nerger premiumin rates would provide
i ncentive for higher nerger premuns in the future?

A Yes.

Q And woul d that incentive increase as the
amount of the nerger premiumincluded in rates
woul d increase? In other words, there could be a
situation where the end result is that 5 percent of
the merger premiumis included in rates versus
anot her case where 85 or 90 percent of the merger
premiumis included in rates. | would assume that
the higher the amount included in rates with regard
to the merger prem um under your position, the
greater the incentive that you referenced.

A That is my position. The greater the
proportion of the nmerger prem umthe conpany is
allowed to recover or retain would provide
i ncentive for higher nerger premunms in future
acqui si tions.

EXAM NER SHOMIS: kay. That's all | had

MR, CLENNON: Can we just have one mnute?
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MR CLENNON:

W t ness.

EXAM NER SHOW S:

(Pause in the proceedings.)

You may step down.

(Wtness excused.)

(Whereupon I CC Staff

Exhibit 1.0 Revised was

809

Staff has no redirect for this

mar ked for identification.)

EXAM NER SHOMI S:  You may proceed.

M5. VON QUALEN. Thank you.

THOVAS Q SM TH

called as a witness on behalf of the Staff of the

Il1linois Comrerce Comm SsSion,

duly sworn,

havi ng been first

was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q Pl ease state your full name for the
record.

THE W TNESS:

A Thomas Q Snith.

Q Who is your enpl oyer and what

is your
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busi ness address?

A The Illinois Commerce Conmi ssion, 527
East Capitol Avenue, Springfield, Illinois.

Q VWhat is your position at the Conm ssion?

A I"man accountant.

Q Did you prepare witten exhibits and

schedul es for submttal in this proceedi ng?

A Yes, | did.

Q You have before you a docunent which is
entitled 1CC Staff Exhibit 1, Direct Testinony of
Thomas Q Smith. Did you prepare that for this
pr oceedi ng?

A Yes, | did.

Q Let ne correct that. It's entitled ICC
Staff Exhibit 1.0 Revised.

A Yes.

Direct Testinony Revised of Thomas Q
Sni t h.

A That's correct.

Q And does that docunent reflect any
additions or corrections to the Staff exhibit that

was originally filed?
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A Yes, it does.

Q And what changes does it reflect?

A On page 7 at line 138 the word "because”
has been elimnated and the sentence will read: "If

savi ngs result frominproved managenent".

On page 9 at line 189 the sentence will
read: "investors to pay a price above the original
cost". The word "paid" has been elim nated.

M5. CONTI: \What was that |ine again.
A That was |ine 189 on page 9.

And on page 14, line 303, the sentence
has been revised to read: "Wile there m ght be
savi ngs and those savings m ght reduce", the words

wll result” have been eli m nated.

Q Is that all the corrections?
A Yes, it is.
Q And you al so have before you I CC St af f

Exhibit 7.0 entitled Rebuttal Testinmony of Thomas

Q Smth?
A Yes, | do.
Q And did you al so prepare that docunent

for presentation in this proceedi ng?
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A Yes, | did.

Q And attached to that docunent is one
schedul e consisting of three pages?

A That's correct.

Q Do you have any additions or corrections
to make to ICC Staff Exhibit 7.07?

A I have no changes or corrections.

Q Is the information contained in I CC
Staff Exhibit 1.0 Revised and ICC Staff Exhibit 7.0
true and correct to the best of your know edge?

A Yes, it is.

Q If I were to ask you those sane
guestions today, would your answers be the same?

A Yes, they would be.

MS. VON QUALEN: At this tine | nove for
introduction into evidence of I1CC Staff Exhibit 1.0
Revised and |1 CC Staff Exhibit 7.0.

MR. SPRINGER: No objection

EXAM NER SHOMI S: Those exhibits are adm tted
into evidence.

(Whereupon | CC Staff

Exhibits 1.0 Revised and 7.0
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were received into
evi dence.)
MS. VON QUALEN:. M. Smith is available for
Cross-exam nation.
CRCSS EXAM NATI ON
BY MR SPRI NGER:
Q Cood afternoon, M. Snith.
Pl ease refer first to page 2 of your

direct testinmony. There you refer to the

transaction in this proceeding as a nmerger. 1Is
that correct, |ine 42?

A Yes, | do.

Q You use the termnerger in your

testinmony in a general sense, and you refer to the
conbi nation of the assets with Gtizens of
[I'linois-American Water Conpany. |s that correct?
A Yes, | do.
Q At page 4 of your direct testinony,
begi nning at line 74, you indicate the Conm ssion
previ ously addressed nerger transaction costs in
Dockets 98-0555 and 98-0866. 1s that correct?

A Yes, that's correct.
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Q And you refer to the acquisition rel ated
costs in this proceeding as nmerger transaction

costs. Wuld that be right?

A Acquisition related costs, I'm --

Q I"'mreferring --

A Can you be nore specific about which
costs?

Q The costs associated with the rec overy

of the acquisition prem um

A Yes, that's correct.

Q In support of your position that the
acquisition premumrel ated costs shoul d be
characterized as transaction costs, you rely, in
part, on the Conm ssion's Order in Docket 98 -0866
whi ch on page 42 identifies various one-tine costs

relating to a nmerger, including brokerage fees,

| egal fees, and accounting fees. |Is that correct?
A In that general context, yes.
Q And at page 4, line 82, you indicate

there that a nerger premumis a transaction cost
conparable to the other nmerger fees and expenses

you list at lines 78 to 79. Correct?
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A | certainly indicated that it's a
transaction cost. | don't use the term conparable
| don't believe.

Q What you say is transaction costs
i nclude one-tinme costs relating to the merger, such

as banker or brokerage fees, |legal fees, and

accounting fees. |Is that your statement?
A Yes, it is.
Q And then you state right bel ow that that

the nmerger premiumis also a transaction cost.

Correct?
A Yes.
Q At page 6 of your direct testinony,

begi nning at line 120, you discuss a plant
acquisition adjustnment. |Is that correct?

A That's correct.

Q In her testinony, Staff witness
Langfel dt at page 2 of the rebuttal, lines 28 to
30, states, "I consider the terns acquisition and
nmerger to be equivalent terns, and | consider the
terns acquisition prem umand nerger premiumto be

equi val ent terns throughout ny testinony." Does
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this statenent also apply to your testinony?

A I use the termacquisition adjustnent to
mean that that's the difference between the price
paid or the price to be paid and the original cost
as adjusted for accunul ated depreciation. | may
wel |l have used the termnmerger prem umto enconpass
that whol e anount or some portion thereof. | don't
think I would have necessarily used the term nerger
premiumin the way other individuals have used
nmerger premum for purposes of their testinony. M
concern is the difference between original cost and
purchase price, so if |I've used nmerger premum it
would in some way relate to identifying all or a
portion of that differ ence.

Q And that's all or a portion of the

acqui sition adjustnment, if | understand what you

just said?
A Yes.
Q In your direct testinony at page 7,

begi nning at line 141, you indicate that it would
not nmake sense for Illinois-Anerican to recover a

pl ant acqui sition adjustnent in revenue
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requi rement. Correct?

A Just so we're together in termnms of
lines, you directed ne to 141. I'mreferring to --
that's part of -- in ny copy anyway part of an
answer that addresses the question of whether or
not it makes sense for Illinois-Anerican to include
recovery of a plant acquisition adjustnment, and ny
response to that question is no.

Q Ckay. And you suggest at lines --
excuse me. CGo to your rebuttal testinony, if you
woul d, pl ease, page 2. You suggest there at lines
41 and 42 -- by the way, before | read the quote,
is the word discerning on line 41 the word you
intended or was it discernible? | wasn't sure.

A Di scerni bl e probably woul d be the
appropriate word, yes.

Q Al right. So with that change, at that
poi nt of your testinmony you suggest that Illinois
Amrerican's proposal is not based on any discernible
accounting, costing, or ratemaking principles with
whi ch you are famliar. 1s that correct?

A Yes, it is.
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Q Now goi ng back to your direct testinony
for a nonment, there you discuss Account 114 of the
Uni form System of Accounts for water utilities. 1Is
that correct?

A Yes. | know | have. | don't see it on
the page I'm |l ooking at, but.

Q Al right. It's the answer to the
guestion which on nmy copy is on page 6, line 119,
what is a plant acquisition adjustnment. This is in

your direct testinony, if you're |ooking there.

A Ckay.

Q And in that answer you di scuss Account
114. Is that correct?

A That's correct.

Q Under the Uniform System of Accounts,

Account 114 is the account in which a plant

acqui sition adjustnment would be recorded. |Is that
correct?

A Yes.

Q And paragraph (c) of that account

states, "The amounts recorded in this account with

respect to each property acquisition shall be
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anortized or otherw se di sposed of as the
Conmi ssion may approve or direct." 1s that
correct?

M5. VON QUALEN: Do you have a copy of that to
show M. Smith?

MR, SPRINGER | do.

Q Do you need one, M. Smth?

A If I seeit, then | can know for sure.
(Wher eupon sai d docunent
was provided to the wtness
by M. Springer.)

A Yeah. Paragr aph (c) says the anounts
recorded in this account with respect to each
property acquisition shall be anortized or
ot herwi se di sposed of as the Conmi ssion may approve
or direct.

Q Thank you.

Now as we di scussed, you believe that
the merger prem umor acquisition adjustnent is a
transaction cost sinmlar to the other merger fees
and expenses you list in your testinony. Correct?

A Yes.
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Q Under the Uniform System of Accounts for
water utilities, fees and expenses for nergers or
consol i dations are recorded in Account 301
Organi zation. Correct?

A If | could see a copy of Account 301,
woul d appreciate it.

(Wher eupon sai d docunent
was provided to the w tness
by M. Springer.)

Yes. Account 301 includes provisions
for recording fees and ot her organizational costs
within that account.

Q And one of the listed itenms for Account
301 is fees and expenses for nergers or

consolidations. Correct?

A Yes, that's correct.

Q Now Account 301 is a utility plant
account. Is that correct?

A Yes.

Q The control account for Account 301 is

Account 101, Uility Plant in Service, correct?

A Correct.
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Q Account 101, Plant in Service, is a rate
base account. Correct?

A Rate base is constructed to include
usual ly the bulk of what's included in Account 101,
and | go on to say rather than the bulk,
substantially everything in Account 101, yes.

Q Now i n an appropriate case, you believe
that under Account 114 the Conmi ssi on has the
authority to direct that an acquisition adjustnment
be included in the cost of service in establishing
rates. |Is that correct?

A Appropriate case. | think you used the
term appropriate case or not. Could | have the
guestion --

Q I can ask it again, if you' d like. You
believe that in an appropriate case, that under
Account 114 the Conmission has the authority to
direct that an acquisition adjustnment be included
in the cost of service in establishing rates. |Is
that correct?

M5. VON QUALEN: Do you have a reference for

the w tness?
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MR SPRINGER: |1'mjust asking hima question
A And 1've got difficulty at the very
| east with the termappropriate case. |1'mnot sure

what you're asking by that.

Q Al right. Well, let ne try it wthout
that phrase, if that's the troubl esone one.

You believe that under Account 114 the
Conmi ssion has the authority to direct that an
acqui sition adjustnment be included in the cost of
service in establishing rates. 1Is that correct?

A Account 114 provides options | suppose
for the Comm ssion. The accounts are designed to
record costs in accordance with what the Commi ssi on
decides. So if the Comm ssion has authority to
provide for anortization and cost of service, then
Account 114 woul d provide a nechani smfor doing
t hat .

Q. Al right. M. Smth, do you have your
response to the Conpany's Data Request No. 19 of
the First Data Request?

A 197

Q Yes.
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A Yes, | do.

Q The first thing you say there is while
offering no legal opinion, M. Smth believes that
the Commi ssion has the authority to direct that an

acqui sition adjustnment be included in the cost of

service for establishing rates. |Is that what it
says?

A Yes.

Q And you agree with that?

>

Yes, | do.

Now assumi ng that the Conm ssion directs

that recovery of an acquisition adjustment is
appropriate, you believe it should be recorded in
Account 406, Anortization of Uility Plant
Acqui sition Adjustnent. 1s that correct?

A As a general statenent, yes. | would,
of course, have to know all the details of a
specific to provide, you know, a specific answer,
but that would seemthe | ogical place.

Q That account is an operating incone

account . Is that correct?

M5. VON QUALEN: Are you referencing a portion
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of M. Smith's testinony or responses to his DRs?

MR SPRINGER: |'mjust asking hima question
A I"mnot sure as | sit here.
Q And if you review a copy of the Uniform

System of Accounts, does that assist you?
A Yes. Account 406 woul d be an operating
i ncone account.
Q Thank you
Now you al so testified with regard to a
reorgani zation in Central | I1linois Public Service

Conpany/ Uni on El ectric Docket 95-0551. 1Is that

correct?
A Yes, it is.
Q And woul d you agree that in that case

you testified that if the nerger premumwere to be
recovered through rates, the accounts whi ch woul d
be affected are Account 186, M scellaneous Deferred
Debits, and Account 253, Qther Deferred Credits?

A I think | testified to sone
possibilities in there. Being characterized did
testify to that is what should happen or woul d

happen, | can't go that far as | sit here w thout
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| ooking at all the testinony and revisiting the
entire docket.

Q Let me show you a copy of your dir ect
testinmony in that docket and just ask you to read
the first sentence of the answer to question 17 in
that case.

A Ckay. "If the nmerger premiumwhich is
being transferred to the Cl PSCO shareholders is to
be recovered through rates, then the accounts which
woul d be affected are Account 186, M scel | aneous
Deferred Debits, and Account 253, Other Deferred
Credits.” | nean those are the words there, but,
again, | can't as | sit here address the
significance of ny reference here or ny statemnent.
VWhet her ny statement would apply to all situations
or not | don't know because I don't know the
specific context of what |'m addressing here.

Q Al right. But that was your statenent
in that case. Wuld you agree with that?

A Those are the words on that page or at
that part of ny testinony, yes.

Q Now t he Conmi ssion does not conmit
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itself to the approval or acceptance of any itens
set out in any account of the Uniform System of
Accounts for the purpose of fixing rates or in
determ ning other matters before the Comm ssion
such as security issues, original cost term nation
or contract approvals. Correct?

A The fact that a cost is recorded
appropriately in an account does not determ ne
agreenent or consent or authorization by the
Conmmi ssion of how that itemis treated for
rat emaki ng pur poses.

Q The Conm ssion approved what the
conpani es and the Conm ssion described as savi ngs
pl ans i n Dockets 98-0555 and 98-0866, which you

reference in your direct testinony at page 2.

Correct?
A Yes.
Q You were not directly involved in either

of those proceedings. Correct?
A Correct.
Q At page 4 of your direct testinony, at

| east ny copy of it, lines 86 and 87, you state,
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"there is no line, or category, in the devel opnent

of the revenue requirenment at which savings can be

pl aced.” |Is that correct?
A That's correct.
Q This statenent is not based on any

famliarity that you may have wit h the accounti ng
approach which mght or mght not have been
approved i n Docket 98-0555 or 98-0866. Correct?

A No. M statement was based on ny
know edge of devel opnent of the revenue requirenent
formula rather than any know edge -- any specific
know edge of the dockets that you reference.

Q And in devel opi ng your testinony, you
did not rely on any regul atory conm ssion deci sion
froma state other than Illinois which addresses

savings sharing plans. Correct?

A Could I have the question back?

Q I can ask it again, if you want.

A That's fine.

Q I n devel opi ng your testinony, you did

not rely on any regul atory comm ssion decision from

a state other than Illinois which addresses a
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savings sharing plan. Correct?

A VWhat | relied upon was ny know edge of
the ratemaki ng process, ny know edge of revenue
requi rement directives of this Conm ssion in
general rather than relying upon the directives of
alternative or saving plans of other states.

Q Al right.

Uility conmpanies are entitled to earn a

reasonable rate of return on the value of their

property. |Is that correct?
A Yes.
Q At page 11 of your direct testinony you

refer to a regulatory asset as representing the
di fference between the original cost of assets and
the price paid for assets. |Is that correct?

EXAM NER SHOMI S: Line 252 to 253?

MR SPRI NGER  Yes.

A The Conpany describes regul atory asset.
I "' m describing ny understanding of what the
Conpany's definition or description of regulatory
asset is, and I'mdoing that at that point.

Q Ckay. Now you agree that for purposes
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of applying SFAS 71, that on page 9, begi nning at
line -- excuse me. Let ne find the correct
reference. Let nme start the question over
You agree that for purposes of applying

SFAS 71, that on page 9, beginning at |line 19 of
his testinony, M. Ruckman defines the regul atory
asset as being the accunul ated excess of anortizing
expense under the straight |ine nethod over the
expense recogni zed under the hone nortgage met hod
I's that correct?

M5. VON QUALEN: Do you have a copy of
M. Ruckman's testinony?

A No, | don't.

M5. VON QUALEN: Do you need a copy?

A Is that a data request?

Q 28.

A 28? Ckay. And the question is?
Q Wul d you like the question again?
A Yes, please.

Q You agree that for purposes of applying
SFAS 71, that on page 9, beginning at |line 19 of

his testinmony, M. Ruckman defines the regul atory
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asset as being the accunul ated excess of anortizing
expense under the straight |line nmethod over the
expense recogni zed under the hone nortgage met hod
I's that correct?

A Yeah, that's correct. | think the
proper -- the appropriate word is anmortization. |

think it was m spronounced as anorti zi ng.

Q This is also the regul atory asset you
intend to refer to. 1Is that correct?

A Yes.

Q So there's no di sagreenent between you

and M. Ruckman over the regul atory asset.

A Not in ternms of the application of SFAS
71.

Q In your rebuttal testinmony, lines 66 to
68, you state, "Wiether it is reasonable to devel op
a plan to share savings and subsidize this merger
is a policy question for the Comm ssion and not
something which I am addressing.” |Is that correct?

A Yes, that's correct.

EXAM NER SHOMIT S: Wbul d you repeat that

reference again, M. Springer?
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MR SPRINGER Yes. |It's page 3, lines 66 to
68.

EXAM NER SHOMI S:  Ckay.

Q So you do not view your testinony as a
policy reconmendati on.

A No. The intent of my testinony is to
address the mechani cs of the Conpany's proposal and
how that will inpact rates or could inpact rates.

Q At page 3, line 68, sane page, you
i ndicate there your belief that the Savings Sharing

Proposal offered by the Conpany does not share

savings. |Is that correct?
A That's correct.
Q And you believe this because the

proposal increases the revenue requirenent for the
cost necessary to transact the acquisition of
assets. Is that correct?

A That is part of it. | find severa
things wong with the Conpany's plan which in
reality I think negate the possibility that savings
woul d be shared. | think t he plan as a whole fails

to share savings.
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Q Al right. Please refer to your

rebuttal testinony. At page 3, beginning at |ine

68 --

A Coul d you wait just a second, please?

Q Are you ready?

A Just a second, please. GCkay. I'm
there.

Q There you state what we referred to, the

pl an offered by the Conpany does not share savi ngs.
You then state the Conpany's proposal increases

revenue requirenent for the cost necessary to

transact the acquisition of assets. 1s that
correct?

A That's correct, yes.

Q As you explain it, the acquisition cost

is then reduced to an anount no greater than a
portion of the savings resulting fromthe nerger
I's that correct?

A Yes, that's correct.

Q Now you don't know what opinion you
m ght have with regard to a savings sharing plan

which did not tie the sharehol der portion of
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savings to an acquisition revenue requirement. Is
that correct?

A Yes. The only opinions I'moffering are
to the sharing savings plan and the Company's
alternative treatnent

Q Ckay. At page 13 of your rebuttal
testinmony, beginning at |line 280, you state that
the Conpany is suggesting that the Conm ssion
shoul d approve the nodel at this time and not be

concerned about reliability of input data until the

nodel is used in a practical setting. |Is that
correct?

A That's correct.

Q You are not suggesting that the

Conpany's position is that the Comm ssion shoul d
not be concerned about the reliability of the input
data. |Is that correct?

A No. | was addressing some testinony of
the Conpany that indicated that reliability could
be addressed at a | ater date.

Q So you're referring there to the

Conpany's view that under the Savings Sharing
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Proposal , savings are nmeasured in future rate cases

during the termof the proposal. |Is that correct?
A Coul d you read that or ask it again,

pl ease?
Q Yes. You are referring there then to

the Conpany's view that under the Savings Sharing
Proposal , savings are measured in future rate cases

during the termof the Savings Sharing Proposal.

Correct?

A Yes.

Q At page 15 of your rebuttal testinony,
begi nning at line 34 -- excuse nme. That m ght not

be a correct reference. Let me find the right one.
It's line 341. You state that it will be

i mpossi ble to know what the operating conditions of
Ctizens would be five years fromnow on a

stand-al one basis if Ctizens is consolidated with

[I'linois-American in the near future. |Is that
correct?

A Yes, it is.

Q And you did not rely on any specific

studi es, anal yses, regulatory orders, texts, or
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wor kpapers in nmaking this statement. Correct?
A No. This statenent is based on ny
know edge and experience of regulated utilities and

not on any specific docunents.

Q At page 12 of your rebuttal testinony,
line 277, you refer to the term"nodel”. |Is that
correct?

A | use that term yes.

Q And the nodel you are referring to is

t he Savings Sharing Proposal as it is discussed by
M. Flaherty. 1s that correct?

A | use that termto reference -- | use
the term"any" prior to that, so I'mreferencing
all nodels, but specifically the savings sharing
pl an, yes.

Q Until the nodel is applied in future

cases, your viewis that we cannot know if the

savings sharing plan is reasonable. 1Is that
correct?
A Yes. This nodel to ny know edge has

never been tested. The inputs that woul d be

requi red have never been experienced in any other
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formor format or any other case, so it's ny
opinion until we have practical experience with
this nodel that we can't know what the outcone
woul d be.

Q In other words, we can't know whether it

woul d be reasonable or not to utilize.

A That's correct.
Q And the basis for your viewis all of
your educational and professional experience. 1Is

that correct?
A Yes.
Q Al'l reasonabl e thought requires one to

accept that one cannot know how sonet hi ng wor ks

until we observe the process. |Is that correct?
A Even though | used -- probably used the
termall, | may pull that out. Extrenes. Nothing

is perfect, but reasonable thought. There may be
exceptions.

MR. SPRINGER Thank you. That's all the
guestions | have for M. Smth.

EXAM NER SHOMIS: M. Fitzhenry?

MR, FITZHENRY: | don't have any questions.
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EXAM NER SHOMIS: | just had a couple
guesti ons.

EXAM NATI ON

BY EXAM NER SHOM S:

Q Do you believe that nerger or
acqui sition savings can be tracked over some peri od
of time?

A It's a matter of degree. As |'musing
the termsavings, that's the difference between in
this case the cost of service of Citizens as would
be as owned or merged with Illinois-American and
the cost of service of operating Gtizens on a
stand-al one basis. | believe in ny testinony I
i ndi cated, yeah, probably the first day after the
nmerger we'd have a pretty good idea of what the
cost of operating Ctizens would be on a
stand-al one basis. Forty years into the future
don't think we'd have any idea of reasonably how we
could cal culate that cost on a stand-al one basis.

Q Ckay.

A As time progresses, you know, from one

day to forty years, the difficulty in calculating
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the cost of operating Citizens on a stand-al one
basi s becomes much -- increases, so. Early on
yeah, you probably could come up with a fair
substitute or a fair determ nation of the cost of
operating Gtizens.

Q The Conmmi ssion entered two orders
pertaining to the tel econmuni cations industry, the
GIE/Bell Atlantic nmerger and the SBC/ Aneritech
nmerger, where it concluded that there should be a
50/ 50 sharing of net savings, and | believe the
Conmi ssion disall onwed recovery of certain costs
that it characterized as transacti on costs versus
ot her costs associated with the nerger. Do you
believe that if a sharing of costs -- |I'msorry.
Strike that.

Do you believe that -- leave that first
ranbl i ng sentence in there.

Do you believe that if the Comm ssion
aut hori zes the sharing of savings, whether it 's
just net savings or absolute savings, that there
woul d have to be sone way to track those savi ngs?

A vell, --
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Q In other words, if savings cannot ever
be tracked, how could there ever be a decision that
woul d aut horize a sharing of sonething that's

i npossi ble to deter m ne?

A And | guess that's to sone extent the
trouble I have. | think in terns of |ooking at it
on a long-termbasis, | don't know that | can

personal | y envision a nmechanismthat woul d
adequately track the savings, so maybe I'm having a
little trouble with the prem se, but certainly if
some sharing is to occur, | think it's reasonabl e
that a mechani smwoul d have to be devel oped to
track that savings just |like a nmechanismis needed
to track costs.

Q Ckay. But | take it it's your position
that the |l onger the period over which savings are
tracked, the harder it becones to attenpt to
det erm ne what savi ngs woul d actually have been

A Yeah. That's because we have to nake
nore assunptions as tine increases.

EXAM NER SHOMITS: Ckay. That's all the

guestions | had.
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MS. VON QUALEN. Could we have a brief recess?

EXAM NER SHOMI S:  Ckay.

(Wher eupon a short recess
was taken.)

EXAM NER SHOMI S: Back on the r ecord.

M5. VON QUALEN: | have a coupl e questions.

EXAM NER SHOMI S:  Ckay.

REDI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q M. Smith, do you recall being asked if
utilities should be able to earn a reasonable rate
of return on the value of property?

A Yes.

Q Do you have any further expl anat i on or
clarification to your response?

A Yes. 1'd like to point out that in
[Ilinois, authorized return is cal cul ated by
applying the authorized rate of return to the
original cost rate base.

M5. VON QUALEN: Thank you. That's all the
guestions | have.

MR SPRINGER No fol |l ow-up.
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EXAM NER SHOMITS: No questions. You may step
down.
(Wtness excused.)
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
transpired, during which
time ICC Staff Exhibit 11.0
was mnar ked for
identification.)
EXAM NER SHOMI S: Let's go back on the
record.

M. King, you presented sone testinony
on the stand. You m ght have been one of the two
or three that wasn't sworn the first day. Wuld
you rai se your right hand.

(Wher eupon Roy A. King was
sworn by Exam ner Showtis.)
EXAM NER SHOMIS: | think 1'lIl |eave the --
if you're going to stay for M. Borden, M.
Fitzhenry, I'Il just give the instructions with

regard to briefs after M. Borden's
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cross-examnation is concluded, and | don' t think
M. Borden was sworn either
MR BORDEN:  No.
EXAM NER SHOMIT S:  Wbul d you rai se your right
hand.
(Wher eupon David Borden was
sworn by Exami ner Showtis.)
EXAM NER SHOMI S:  You may proceed.
DAVI D A. BORDEN
called as a witness on behalf of the Staff of t he
[1'linois Commerce Commi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q Pl ease state your nane for the record

THE W TNESS:

A David A. Borden, |ast nane spelled
B-OR D E-N

Q VWho is your enployer and what is your
busi ness address?
A | work at the Illinois Commerce

Conmi ssion, 527 East Capitol Avenue, Springfield,
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[Ilinois 62701, and I work in the Energy D vision
Pol i cy Section.

Q Did you prepare witten exhibits and
schedul es for submttal in this proceedi ng?

A Yes.

Q And do you have before you I CC Staff
Exhibit 5.0, Direct Testinmony of David A. Borden?

A Yes.

Q D d you prepare this docunment for
presentation in this matter?

A Yes.

Q Do you have any additions or corrections
to make to ICC Staff Exhibit 5.07?

A No.

Q Do you al so have before you |1 CC Staff

Exhibit 11.0, Rebuttal Testinmny of David A

Bor den?
A Yes.
Q D d you prepare that exhibit for

presentation in this matter?
A Yes.

Q Do you have any additions or corrections
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to make to Staff Exhibit 11.07?

A Yes, | have one correction. The
originally filed exhibit was nunbered Exhibit 5.0.
That nunber is incorrect, and it has been corrected
with ICC Staff Exhibit 11. 0.

EXAM NER SHOMI S: Has a copy of that been
provided to the Reporter so that the Reporter can
mark it?

THE WTNESS: Yes, it has.

Q Is the information contained in I CC
Exhibits 5.0 and 11.0 true and correct to the best
of your know edge?

A Yes.

Q If | were to ask you the sane questions
today, would your answers be the same?

A Yes, they woul d.

MS. VON QUALEN. At this tinme | ask for
adm ssion into evidence of ICC Staff Exhibit 5.0
and 11.0.

EXAM NER SHOMIS: |Is there any objection?

MR SPRI NGER:  None.

EXAM NER SHOMI S: Those exhibits are admtted
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into evi dence.

(Whereupon | CC Staff
Exhibits 5.0 and 11.0 were

recei ved into evidence.)

M5. VON QUALEN. M. Borden is available for

Cross-exam nati on.

EXAM NER SHOMI S: M. Springer.

MR SPRINGER  Thank you.

CROSS EXAM NATI ON

BY MR SPRI NGER:

Q

M. Borden, you have not testified in

any prior proceeding regarding a utility

reorgani zation as defined in Section 7-204 of the

Public Uilities Act. |Is that correct?

A Yes, that's correct.

Q Your reconmendation is that Illinois
American's proposal to recover the acquisition
adj ustment through the Savings Sharing Proposal be
rejected. |Is that correct?

A Yes.

Q You indicate at the bottom of page 3 of

your direct testinony and continuing on page 4 that
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by all owi ng the Conpany to recover the acquisition
adj ustment fromratepayers through the mechani cs of
the Conpany's savings proposal, ratepayers wll

subsi di ze a transaction cost of the nmerger through

utility funds. 1Is that correct?
A Yes.
Q In referring to the acquisition

adjustmment as a transaction cost, you relied, in
part, on the Conm ssion's orders in SBC/ Aneritech
Docket 98-0555, GIE/Bell Atlantic Docket 98-0866,
and Illinois-American Water Conpany /Northern
[I'linois Water Corporation Docket 99-0418. 1Is that
correct?

A Yes, that's correct. | believe those
are referenced in nmy testinony and al so in some
dat a responses as wel .

Q None of these orders, however, address
recovery of an acquisition adjustnent or merger
premum |s that correct?

A That i s correct.

Q Anot her order you relied on is the order

in Illinois-Anerican Water Conpany/United Water
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Illinois Docket 99-0457. |Is that correct?
A Yes.
Q In that order the Conmm ssion approved a

stipul ati on which included an agreenent not to

reflect a merger premiumin rates. 1s that
correct?

A Yes, that's ny understandi ng.

Q The Conmmi ssion approved the stipul ation

with the understanding that it did not constitute a

precedent for future proceedings. |Is that correct?
A Yes.
Q Aside fromthe four orders just

di scussed, you rely on no other orders or other
docunments for your position that the acquisition
adjustment is a transaction cost. Correct?

A That is correct.

Q You agree with the explanation of Staff
wi tness Smith regar ding plant acquisition
adjustmments, as set forth in ICC Exhibit 1, page 6.
I's that correct?

A Yes, and | believe again that was a data

request fromthe Conpany. So if you need a nore
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specific answer, 1'd appreciate referral to the
request, but that's correct.

Q Ckay. As explained by Staff witness
Smith at page 6, the acquisition adjustment is a
bal anci ng entry which reflects the difference

bet ween the original cost of the assets and the

price paid for those assets. |Is that correct?
A Yes.
Q The acquisition adjustnent reflects the

conpensati on negotiated for relinquishing contro

of the CUCI assets. 1Is that correct?
A Yes.
Q Under your proposal then, the difference

bet ween the price paid and original cost would be a

transaction cost, but the remainder of the price

pai d woul d not be a transaction cost. |Is that
correct?
A I do not believe | have a proposal

Q Al right. [If | understand, your
position is that the acquisition adjustment itself
is a transaction cost? Wuld that be right?

A Yes, that's correct.
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Q And the acquisition adjustment, if |
under stand what we just went through, is the
di fference between the price paid and the origina
cost of the assets? |Is that correct?

A Yes.

Q So that that portion of the purchase
price would be a transaction cost?

A Yes.

Q And the rest of the purchase price,
whi ch woul d be the original cost of the assets, is
not a transaction cost?

A Ch, okay. Nowl... It would be a
transaction cost if that were what the conpany were
payi ng for in some sense, but for the intents and
purposes of ny testinmony, no, it's not. It doesn't
fit that definition.

Q So part of the purchase price is a
transaction cost and part is not for purposes of
your testinmony?

A | guess you could say that, yes.

Q Now your main concern in this proceedi ng

is the proposal to recover the acquisition
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adj ustment through the Savings Sharing Proposal.
I's that correct?
A Yes.
Q The Comm ssi on does have authority in an

appropriate case to allow the recovery of

acquisition adjustments. Is that correct?
A Yes, that is correct, and | have not
recommended -- | have only seen one proposal from

the Conpany to eval uate.

Q But the Commi ssion does have authority
in an appropriate case to all ow the recovery of
acqui sition adjustnents?

A Yes.

Q You see nerit though in having the

Conmi ssi on decide the disposition of acquisition-

rel ated costs on a case-by-case basis. 1Is that
correct?

A Yes.

Q You do not propose that acquisition

adjustments be rejected as per se a violation of
Section 7-204(b)(2) of the Act. Is that correct?

A Yes, that's correct.
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Q At page 12 of your rebuttal testinony,
begi nning at line 254, you state, "ln any event,
whil e the acquisition is beneficial to both CUC and
AWV shar ehol ders, there has been no denonstration
of inmpending financial doomfor either conpany in
t he absence of the acquisition that warrants

recovery of the acquisition adjustment from

ratepayers." Correct?
A Yes.
Q In making this statenent, you recognize

that if an acquiring conpany is no |onger
credi tworthy, the Conm ssion should seriously
consi der recovery of a portion or all of an

acquisition adjustnment to avoid the real threat of

dimnishing -- let me start the question over
A Ckay.
Q Let me start again. In naking this

statement, you recognize that if an acquiring

conpany is no |onger creditworthy, the Comm ssion
shoul d seriously consider recovery of a portion or
all of an acquisition adjustrment to avoid the real

threat of service dimnishing to | evels that may
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endanger the public health and safety. |Is that
correct?

A Yes.

Q Wt h regard now to savings sharing, the

al l ocation of a portion of savings to sharehol ders
to conpensate themfor the risk associated with

purchasing utility assets is not a concept you are

absol utely opposed to. |Is that correct?

A That is correct.

Q You believe that a savings sharing
proposal nust be carefully evaluated. |Is that
correct?

A Yes.

Q As we al ready discussed, it is recovery

of the acquisition adjustnment through the savings
sharing proposal which is your main problem |Is
t hat correct?

A Yes.

Q So in your view, an appropriate savings
sharing proposal would not include a conmponent
based on an acquisition revenue requirenent.

Correct?



10

11

12

13

14

15

16

17

18

19

20

21

22

853

A That woul d be one aspect of it, yes.

Q In your rebuttal testinmony at page 4,
beginning at line 84, you state there is a
reasonabl e expectati on that foregone cost
decreases, as a result of rejecting this nerger

may be worthwhile if greater cost decreases are

realized fromanother acquiring entity. |Is that
correct?

A Yes.

Q You cannot identify any other specific

proposal by an entity to acquire the water /

wast ewat er assets of CUCI because you know of none.

Correct?
A Yes, that's correct.
Q You have no specific correspondence,

studi es, anal yses, or ot her documents indicating
that there is another specific acquisition
proposal. Correct?

A I have none of those. | only have --
but I do have the understanding that the wat er
i ndustry is undergoi ng consi derabl e consolidation

and Gitizens Uilities Conpany has expressly
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indicated their desire to exit this industry and
sell its water and wastewater utility assets.

Q You understand that if another
acqui sition proposal were to sone day devel op
Ctizens Uilities may not be willing to sell its
assets at a price lower than the one agreed to in
this proceeding. Correct?

A That's correct, and that woul d indicate
to me that Citizens does not -- Citizens nust fee
it is profitable for themto maintain the
operations of Ctizens Uilities Conpany.

MR SPRINGER: |1'mgoing to ask for the
portion of the answer or portion of the statenent
after the response to the question be stricken

MS. VON QUALEN:. The witness is allowed to
give a conplete answer to the question to conplete
hi s thought.

EXAM NER SHOMI S: The | ast portion of the
answer will be stricken. If you want to bring up
that point on redirect, you can.

Q Pl ease turn nowt o page 22 of your

rebuttal testinony.
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A Ckay.

Q There you indicate, beginning at |ine
475, that you do not believe the proposal submtted
in this proceeding is the only viable proposal that
rat epayers nust take and the Comm ssion mnust
approve. Correct?

A Yes. | believe I"'moff a few lines.

Q It's the sentence that starts on ny line
473, "Unlike M. Flaherty".

A I amin that sane response. Maybe it
m ght be when | changed the headi ng.

Q It's about five lines up fromthe end of
the response.

A Ckay. Yes.

Q VWhere it says "because | do not believe
that the current proposal is the only viable
proposal that ratepayers mnmust take and the

Conmi ssi on nust approve. "

A Yes.
Q Do you see that?
A And just to -- and in case there's sone

di screpancy between what you have, that's on 490,
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and, you know, there m ght have been sone change in
the I'ine nunbering when |I changed t he headi ng on
this, and 1'll give you guys a copy of that.
Q Thank you.
Now when you use the word "viable" in
that statement, you nmean to refer to a proposal
having ternms and conditions of the transaction

which result in it being financially successful.

Correct?
A Yes, that's true.
Q You do not know of any vi abl e proposal s

other than the one in this case with regard to
acquisition of the CUCI assets. Correct?

A That is correct.

Q At page 26, beginning at |ine 554 of ny
copy, this is the beginning of the second to the
| ast response, you state, "I neither agree nor
di sagree, but | seriously doubt that the 1CC wll
mss its one and only chance to assure affordable
and quality service for the custonmers of CUCI, if
the Conmission rejects the acquisition of CUCI by

IAWC." |s that correct?
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A Yes, that is.

Q You do not have any study, analysis, or
wor kpaper or ot her docunment to support this
statement. Correct?

A I''mbasing that, again, on ny know edge
of the water industry being under -- undergoing
consolidation and Gtizens explicitly indicating
its desire to exit the industry.

Q What |'m asking, M. Borden, is --

A I have no other studies or anal yses
ot her than that.

Q Thank you

MR, SPRINGER. That's all the questions we
have for M. Borden

EXAM NER SHOMIS: | just had a couple
guesti ons.

EXAM NATI ON

BY EXAM NER SHOM S:

Q M. Springer asked you a question that
pertai ned to circunstances under which you believe
an acquisition -- recovery of an acquisition

adjustmment in whole or in part would be proper. Do
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you renenber that question?

A Yes, | do.

Q Just so l'mclear, is that the only
ci rcunst ance under whi ch you believe recovery of an
acqui sition adjustnment in whole or in part would be
appropriate, or are there other situations where
you bel i eve recovery nmay be appropriate?

A Those are the only ones | agree to. I|I'm
willing to review any proposal that the Conpany has
to offer, but those are the only circunstances at
this point that | amwlling to agree to.

Q Just so I'mclear, if the Conmssion did
not allow recovery of the acquisition adjustnent
through revenue requirement, are you taking any
position as to what appropriate treatmnment should be
with regard to allocation of savings?

A I've reconmrended rejection of the
Conpany' s proposal

Q Well, that's correct, but obviously
there's a proposal before the Commission. | think
the Conmission has latitude to decide within the

context of the record what is nost appropriate, and
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i n maki ng that decision the Conm ssion would
attenpt to balance the interest of ratepayers and
shareholders. So I'mjust trying to understand if
you have any position that pertains to a situation
where the acquisition revenue requirenent was not
part of a savings proposal or savings plan that was
approved by the Comm ssion.

A The only allocation of savings that I
have indicated in data responses and possibly
referred to in comments in ny testinony that | can
state is reasonable with certainty is 100 percent
al l ocation to the ratepayer

Q And one final question. Do you believe
that that position is or is not consistent with how
the Conmi ssion has treated nerger or acquisition
savings in the past?

A 100 percent allocation? | think it's
consistent with how the Commi ssion has ruled in the
past .

EXAM NER SHOMI S: That's all | have

MS. VON QUALEN:. If we could have a nminute or

t wo.
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EXAM NER SHOMI S:  Ckay.

(Wher eupon a short recess
was taken.)

EXAM NER SHOM1 S: Back on the record.

MS. VON QUALEN. | have a few redirect.

EXAM NER SHOMI S:  Ckay.

REDI RECT EXAM NATI ON

BY M5. VON QUALEN:

Q M. Borden, you were asked about your
testinmony regarding financial doom Wuld you Iike
to further explain your answer?

A Yes. 1'd just like to add that the
Conmi ssi on should al so reject the transaction if it
woul d bring about financial doomfor the acquiring
conpany as well. If you want to use the term
inmpair their creditworthiness for financial doom
that woul d be acceptable to ne as well.

Q M. Springer also asked you if you are
aware of other viable proposals. Wuld you like to
give us a clarification of your answer?

A Yes. 1'd just like to clarify that | do

not consi der the Conpany's proposal to be a viable
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proposal, and that | could have no know edge of any
ot her proposals, viable or not, that may have been
made to Gitizens Wilities Conpany.

M5. VON QUALEN: | have no further questions.

MR. SPRINGER: | do have a coupl e of
foll ow-up, M. Exam ner

EXAM NER SHOMI S: CGo ahead

RECROSS EXAM NATI ON

BY MR SPRI NGER

Q Did | hear you correctly, M. Borden?
You said you could have no know edge of ot her
pr oposal s?

A I"'msorry. I'dlike to clarify. 1 do
have no know edge

Q Thank you

A You' re correct.

Q I just wanted to clear that up

You indicated that a transaction should

be rejected if it would give rise to financial doom

for the acquiring conmpany, if | heard you. 1Is that
correct?
A Yes.
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Q And then you nentioned inpairing the
credi tworthiness of the acquiring conmpany?
A Yes, that is correct.
MR SPRINGER That's all the questions
have.
EXAM NER SHOMI S: Ckay. You can step down.
THE WTNESS: Thank you
(Wtness excused.)
EXAM NER SHOMIS: | would |i ke to state for
the record the briefing schedul e whi ch has been
accepted by the parties.
The deadline for initial briefs is
February 23, 2001. That is an in-hand date to the
parties, and that can be in-hand by e-nail
The deadline for reply briefs is March
2nd. | would like to see the briefs that day, so
that would be an in-hand date to nme, and that can
be e-mailed, too, if the parties want to do it that
way.
The target date for my HEPO i s March
23rd. | will allow fourteen days for exceptions

and seven days for replies no matter what the date
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is on which ny HEPO i s i ssued.

I would ask that the Joint Applicants
submt a draft order at the tine that it submts
its reply brief.

The page limtation for the initial
briefs is 100 pages and for reply briefs is 75
pages. | would ask all the parties to nake their
argunments as conci se as possi ble, and hopeful ly
they won't see a need to reach those page |evels.

The briefs should be organized in the
following manner. | think the first part of this
instruction would apply mainly to the Joint

Applicants. If the Joint Applicants want to

present background i nformat ion and then an overvi ew

of their proposal, they can do so in the first part

of the brief.
The next part of the brief should

address issues under Section 7-204(c) of the Act,

and those issues obviously pertain to the treatnent

of the acquisition adjustnment, or some parties cal
it the merger premium and al so allocation of

savi ngs.
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The next part of the brief should
address the criteria set forth in Section 7-204(b)
of the Act, and | believe there are seven criteria
there, so they should be listed in order. |
realize some of those sections are not in dispute
but that can be made clear in the brief.

Then the last part of the brief should
address other issues besides the issues pertaining
to Section 7-204(c) and 7-204(b). An exanple would
be if there are any accounting issues that remain

| don't think there's a need for an
anot her prefatory portion in the reply brief, but I
would like to see the reply briefs organized in the
same manner, 7-204(c) addressed first, 7-204(b)
addressed next, and then remaining issues
addr essed.

MR, FI TZHENRY: WII your HEPO be e-nmailed to
the parties?

EXAM NER SHOMIS: If we have an e-nail
address, which I think we do, | think we can see to
it that that happens.

MR FI TZHENRY: Thank you.
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EXAM NER SHOMIS: Is there anything else to
di scuss on the record?

MR. SPRINGER W're aware of not hing.

MR, CLENNON: Staff has nothing at this tine.

EXAM NER SHOMIS: Ckay. Then the record will
be marked Heard and Taken.

HEARD AND TAKEN
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